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A CHECK WRITER AND A CERTIFIER 
AT THE PRICE OF ONE MACHINE 


The BANK MODEL 
F & E Lightning 
Check Writer 


te 
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BANK OF PROSPERITY 


ANYWHERE, U.S. A. 


-TELLER 


Typical Amount Line and Certification Notice 


CONFORMS WITH 
CLEARING HOUSE 
REQUIREMENTS. 


HE Bank Model is both a Check Writer and a Certi- 
fier, having been designed for the dual purpose of 
imprinting checks and drafts, and also for certifying. 

It gives the banker use of two indispensable machines 
at the cost of only one. 

Amount line imprints the word ‘PAY’ or an INDIVID- 
UAL name before the $ portion. The Certification Plate 
imprints bank’s regular certification or acceptance notice. 
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WRITE FOR DESCRIPTIVE LITERATURE AND PRICE 


THE HEDMAN MANUFACTURING COMPANY 
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The Day of Broad Bank Service 


The Houston Convention of the American Bankers Association . 
Points the Way to Adjust Banking to Changing Conditions. 
Simple Form of Clearing House Examination Urged as Means 
of Checking Failures. Reorganization Along Functional Lines. 


OINTING the way to adjusting banking to 

changing conditions, the 53rd annual convention 

of the American Bankers Association at Houston 

on Oct. 24-27 promises to be notable for. the 
forward looking measures taken to keep banking apace 
with the ever-increasing perplexities of modern busi- 
ness. More than 4000 bankers from all parts of the 
United States participated in the sessions of the Asso- 
ciations, which were marked by harmonious discussion 
of ways and means to improve banking standards and 
practice. 

On all sides the admission was made that the char- 
acter of banking is changing and the day of broadening 
banking service is at hand. The greater part of the 
convention’s deliberations was devoted to consideration 
of how banks—and particularly the smaller institutions 
—could best meet this need of supplying its customers 
with all of the modern financial services. 


QUARELY facing the record of more than 3000 

bank failures during the past six years, the con- 
vention considered the report of the Economic Policy 
Commission, dealing with the causes and proposed rem- 
edies, and took formal action designed to reduce the 
future number of financial catastrophes. 

The most potent cause of bank failures was declared 
to be the excessive number of banks, and it was sug- 
gested that this situation could be partially corrected by 
taising the capital requirements and limiting the issu- 
ance of new charters to the real needs of every com- 
munity. Expressing the belief that safety in banking 
lies in the proper enforcement of the present laws rather 
than in adding further legislative restrictions on loans 
and investments, the Association urged reliance in 
proper supervision as the best means of achieving this 
security. 

The proposal that stood out as a constructive sugges- 
tion was that the clearing house examination system, 
which has worked with striking success in 33 of the 


major American cities, be extended on a simple scale 
to the country districts. The basic feature is the organ- 
ization of all banks, both state and national, in regional 
groups of from 50 to 100 banks with the object of 
improving and making more effective use of the present 
system of state and national supervision. The ex- 
aminers are to be assigned for a period of at least two 
or three years to this definite area, and the reports of 
examination are to be considered with the directors of 
the banks before they are forwarded to the office of the 
Comptroller of the Currency or the State Bank Com- 
missioner. It is believed that a permanent examiner 
of the state banks, working with the cooperation of the 
national examiners, with intimate knowledge of local 
conditions and personalities, would readily know the 
real worth of all the paper in the note case, and thus 
would be in a position to correct unsound banking poli- 
cies before they could threaten the solvency of the bank. 
As an additional feature, it is proposed that a carefully 
chosen committee from the banks in the regional asso- 
ciation be authorized to receive representations from 
the examiner regarding unsatisfactory conditions in a 
bank, which have not been corrected at his suggestion 
by its officers and directors. 

Noting that seventy banks in eastern Nebraska had 
recently set up a pioneer organization of this kind, 
Evans Woollen, Chairman of the Economic Policy 
Commission, told the convention that this step might 
well prove to be “the beginning of an improvement of 
vast consequence in the conduct of banking through- 
out the country.” 


HE opening move was made to reorganize the 
American Bankers Association along functional 
lines so that it may better serve the present day bank. 
Since the Association was formed, more than a half 
century ago, the resources of banks have grown to be 
twenty times as large as they then were. Banks no 
longer confine themselves to a single sphere, such as 
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was true in former years when national 
banks were limited to commercial banking, 
savings banks were confined to handling sav- 
ings deposits and trust companies were vir- 
tually alone qualified to act in fiduciary ca- 
pacities. The passage of the McFadden bill 
gave full sanction to the performance of all 
these functions—and more—by the national 
banks, so the modern-day bank, no matter 
whether its charter has been granted by the 
state or federal authorities, is getting to be 
a veritable department store of finance. 

In the opinion of Melvin A. Traylor, the 
retiring president of the American Bankers 
Association, the Association might with 
profit be reorganized in the same modern 
fashion as the modern banks of this era. 


How Movement Started 


HE matter came before the convention 

officially at the first general session, when 
it was announced that the Executive Coun- 
cil had directed the President to appoint a 
committee, composed of the new presi- 
dents of divisions and sections, to con- 
sider the possibility of a revision of the 
organization of the American Bankers As- 
sociation along function lines. As his last 
official act, President Traylor appointed the 
following committee: Walter S. McLucas, 
chairman of the board of the Commercial 
Trust Company of Kansas City, Mo., and 
President of the Trust Company Division, 
Chairman; M. H. Malott, president of the 
Citizens Bank; Abilene, Kan, and President 
of the State Bank Division of the Associa- 
tion; E. A. Onthank, president of the Safety 
Fund National Bank, Fitchburg, Mass., and 
President of the National Bank Division; 
George L. Woodward, treasurer of the 
South Norwalk Savings Bank, South Nor- 
walk, Conn., and President of the Savings 
Bank Division, and O. Howard Wolfe, 
cashier of the Philadelphia-Girard National 
Bank of Philadelphia, and President of the 
Clearing House Section. 

President Traylor said of its duties that 
they were “the most important that have de- 
volved upon a committee of the Associa- 
tion during the time I have been a mem- 
ber.” 

“We shall have,” Mr. Traylor remarked, 
in contemplation of the proposed change, “a 
Commercial Department in which any mem- 
ber of the American Bankers Association 
may voice his sentiments with respect to any 
problem of commercial banking, whether he 
be state banker, national banker, trust banker 
or savings banker; because most, if not all, 
of those engaged in either of these respec- 
tive lines of banking are also commercial 
bankers, and likewise we will have a Trust 
Department in which national bankers, state 
bankers, or anyone else may likewise appear 
and act as a member. The same will be 
true of the State Bank Department, the 
Savings Bank Department and the same 
with respect to the Investment Banking De- 
partment. That is a basis, as I conceive it, 
of modernization of organization toward 
which we should work, because to my mind 
it is perfectly obvious that any banker, who 
is practicing in his business each of these 
functions, shall be assigned to one or another 
of the divisions of the Association and be 
enabled to participate as an active member 
in the other divisions, though equally inter- 
ested in them.” 
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Houston produced a new dollar sign 
as a mark of welcome to the visiting 
bankers. The whole business district 


was illuminated at night to impress 
the visitors with the warmth of the 
southwest’s welcome 


President Sounds Keynote 


N his opening address, President Traylor 

expressed a note of confidence in the abil- 
ity of the American bankers to become the 
intelligent custodians of the world’s credit, 
but warned against any inexpert tinkering 
with it. He discussed a wide range of sub- 
jects, observing that the Dawes plan had 
worked successfully thus far; that foreign 
investments had become the concern of every 
man, banker and investor alike, whether it 
pleased them or not; that while all were 
united in the hope that relief would be found 
for the farmer, the way to it had not yet 
appeared, and that no alarm should be ex- 
pressed over the burden of taxes because of 
the benefits the country was enjoying because 
of them. 

Mr. Traylor took a vigorous stand against 
tinkering with the Federal Reserve Act and 
the present federal banking laws. While the 
Federal Reserve System may need smoother 
administration and perhaps strengthening, 
there is no reason for any fundamental 
changes in the Federal Reserve Act, in his 
opinion, and it should be given a thorough 
trial. 

In concluding his remarks and looking to 
the future, Mr. Traylor urged a revival of 
genuine tolerance, a fresh baptism of faith, 
and expressed the hope that 


“We may be rich without forgetting 
to be righteous; that we may have lei- 
sure without license; that we may be 
powerful without being offensively 
proud; that we may be nationally mind- 
ed without being narrow minded, and 
that we may live in a world of fact 
without surrendering our faith.” 


How Bankers Stand on 
Public Questions 


N_ adopting resolutions, the American 

Bankers Association recommended that, 
in the event that the income tax law should 
be revised, “special consideration, be given 
to the tax now levied on corporations with 
a view to reducing it greatly,” banks would 
share in any reduction in the Federal income 
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tax. It approved the limitation contained in 
Section 5219 of the U. S. Revised Statutes, 
which declares that national banks shall not 
be taxed more heavily than moneyed capital 
in the hands of individuals, and urged that 
it be retained without any modification. This 
law, it declared, is a wise one and has pro- 
tected state banks as well as national banks. 

On flood control, the convention declared 
that the Congress of the United States should 
take prompt action to provide for the neces- 
sary works to prevent the recurrence of 
floods such as took place in the Mississippi 
Valley earlier in the year, and stated that 
“the Federal Government should assume the 
sole responsibility for the financing, placing, 
building and operating the necessary works 
needed to bring about permanent relief.” 

Declaring that the country has been pros- 
perous, although all lines have not enjoyed 
the same high level of prosperity in 1927 so 
characteristic of 1926, the bankers said that 
there is “nothing in recent developments to 
indicate that we are likely to have anything 
in the nature of a depression.” 

Strong emphasis was laid on the. com- 
munity of interest between bankers and 
farmers, it being declared that the prosperity 
of practically all bankers is dependent upon 
that of farming communities. The resolution 
reported that agricultural conditions are im- 
proving, though there is still much room for 
betterment. 


The General Sessions 


HE sessions of the divisions and sec- 

tions were devoted to the practical prob- 
lems of the banking business, but the gen- 
eral sessions were featured by stimulating 
and uplifting addresses by men of promi- 
nence. On the first day James Francis Burke, 
attorney of the Pittsburgh Chamber of Com- 
merce and the Pittsburgh Clearing House 
Association, recounted in an impressive man- 
ner “The Fruits of Combined Capital.” At 
the second general section Silas H. Strawn 
of Chicago, the president of the American 
Bar Association, cited some of the most im- 
portant and momentous court decisions that 
affect banking in his address on “Within the 
Law.” At the closing session Dr. James 
Westfall Thompson of the University of 
Chicago showed how heavily modern bank- 
ing is indebted to the Europeans of several 
centuries past for contributions to the science 
of credit. All of these three addresses are 
published elsewhere in this issue. 

Thornas Ross Preston, president of the 
Hamilton National Bank of Chattanooga, 
Tenn., was elected and installed as presi- 
dent of the American Bankers Association 
for 1927-28 at Houston. Craig B. Hazle- 
wood, vice-president of the Union Trust 
Company of Chicago, was elevated to the 
first vice-presidency, while John G. Lons- 
dale, president of the National Bank of Com- 
merce in St. Louis, was elected second vice- 
president. W. D. Longyear, vice-president 
of the Security Trust & Savings Bank of 
Los Angeles, was named as treasurer. By 
virtue of a constitutional amendment adopted 
at the convention, as treasurer Mr. Longyear 
becomes a member of the Executive Coun- 
cil and Administrative Committee. 

The 1928 convention of the American 
Bankers Association will be held at Phila- 
delphia, the invitation extended by the bank- 
ers of that city having been accepted. 
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The General Sessions of the Houston Convention 


HEN President Traylor sounded the 
W gavel at 10:45 on the morning of 

Oct. 25 in the vast auditorium at 
Houston, the first general session of the 
Fifty-third Annual Convention of the Amer- 
ican Bankers Association was called to 
order. 

After invocation, and an announcement of 
the entertainment program, President Tray- 
lor delivered his presidential address. (It 
appears elsewhere in full in this issue.) 

Executive Manager Fred N. Shepherd re- 
ported briefly the official acts of the Exec- 
utive Council at its last three sessions. He 
enumerated several changes in the constitu- 
tion of the American Bankers Association 
that had been approved by the membership, 
and read to the convention a proposed new 
amendment making the Treasurer of the 
Association, who has hitherto not officially 
sat with it, a member of the Administrative 
Committee and of the Executive Council. 
This proposal was formally presented to the 
Convention and adopted. : 

Announcement was made that the Execu- 
tive Council had approved a clause in the 
standard form of trade acceptance and an 
appropriate amendment to the McFadden 
Act to correct an obvious omission and per- 
mit state bank members of the Federal Re- 
serve System to establish branches in for- 
eign countries equally as national banks are 
now permitted to do. Fhe Council also an- 
nounced the appointment of a committee to 
consider the possibility of a revision of the 
American Bankers Association along func- 
tional lines, and that it had:voted to hold 
the 1928 Convention in Philadelphia. 


Tribute to Mr. Traylor 


ype a graceful introduction by Presi- 
dent Traylor, James Francis Burke, gen- 
eral counsel of the Chamber of Commerce 
of Pittsburgh and of the Pittsburgh Clear- 
ing House Association, prefaced his address 
(given in this issue) on “A Few Fruits of 
Combined Capital,” by repeating a tribute 
that Secretary of the Treasury Mellon had 
paid to the retiring President of the Ameri- 
can Bankers Association. 

“IT cannot pass without observing the fact 
which has recently been written into Ameri- 
can banking history and the commercial his- 
tory of this Republic,” Mr. Burke said, “that 
at the head of this organization there is a 
man whose virility, whose vision, whose en- 
ergy and whose abilities justified my warm 
personal friend and fellow townsman, the 
Honorable Andrew A. Mellon, in making 
the statement that Melvin A. Traylor is one 
of the greatest bankers in America today.” 

Shortly before adjournment President 
Traylor appointed the Resolutions Commit- 
tee, which was composed of the following: 
Thomas B. McAdams, Chairman; Burton 
M. Smith, Fred I. Kent, Evans Woollen, J. 
H. Puelicher, M. E. Holderness, E. A. On- 
thank, George L. Woodward, M. H. Malott, 
W. S. McLucas, Frank M. Totton, O. How- 
ard Wolfe, William A. Philpott and Dr. 
Walter Lichtenstein. 

The second general session, on Oct. 26, 
was featured by the address of Silas H. 


Strawn of Chicago, the president of the 
American Bar Association. Before present- 
ing Mr. Strawn, President Traylor said that 
bankers “depend upon our legal advisers, 
perhaps more thoroughly if we conduct our 
business properly, than do the business men 
of the country engaged in any other line or 
avocation.” 


Mr. Preston Named President 


FOLLOWING the address, “Within the 

Law,” Col. William G. Edens, vice-presi- 
dent of the Central Trust Company of 
Chicago, as chairman of the, Nominating 
Committee, reported that it, by unanimous ac- 
tion, had recommended that Thomas R. Pres- 
ton, president of the National Bank of Chat- 
tanooga, Tenn., be named as*President ; that 
Craig B. Hazlewood, vice-president of the 
Union Trust Company of Chicago, be elected 
First Vice-President and that John G. Lons- 
dale, president of the National Bank of Com- 
merce of St. Louis, be named as Second 
Vice-President. In moving that they be duly 
elected, Colonel Edens said: “While the 
members of the committee did not tell me 
to say so, it is my humble judgment that this 
convention will find it very difficult to se- 
cure three better men for these jobs.” 

Evans Woollen, president of the Fletcher 
Savings and Trust Company of Indianap- 
olis, Ind., as Chairman of the Economic 
Policy Commission, made a ten-minute re- 
port of the results of the study conducted 
by the commission as to the causes of bank 
failures. (The full text of the report ap- 
pears elsewhere.) 

In commenting on the report, Mr. Tray- 
lor said: “On the assumption that it is the 
desire of bankers to preserve the independent 
banking system of this country against the 
encroachment of any character, I believe 
that the work of the Commission and the 
remedies they have pointed out are the best 
contribution that has been made to our As- 
sociation this year, because we as indepen- 
dent bankers cannot continue to defend a 
system which has lost one-eighth, approxi- 
mately, of the membership through failures 
and insolvencies within a period of five years. 
We must clean house. I submit to you that 
we must save our own reputation.” 

Thomas B. McAdams, as Chairman of the 
Resolutions Committee, presented the reso- 
lutions setting forth the American bankers’ 
views on general conditions, agriculture, 
flood relief, bank failures, foreign relations 
and other subjects. (The resolutions are 
printed in full elsewhere.) 

A special resolution in memory of Charles 
W. Carey, President of the National Bank 
Division, who died at his home in Wichita, 
Kan., on the eve of the Houston convention, 
was offered. It read: 

“The American Bankers Association re- 
cords its sorrow and sense of irreparable 
loss in the death of Charles W. Carey, Presi- 
dent of the National Bank Division. Be- 
loved for his modesty and gentlenéss of 
spirit, he was admired for his ability as an 
executive and the dominating force of his 
personality. Faithful to every trust imposed 
upon him by the Division of which he was 


a member, his clarity of judgment and his 
fidelity to duty made for him a respected 
place in the councils of this Association and 
the hearts of its members. It is peculiarly 
unfortunate that his illness and untimely 
death prevented his being the recipient of 
even greater honors. The sympathy of this 
body is conveyed to the members of his 
family and his associates in the business and 
banking life of Wichita and Kansas.” 


Standing Tribute Paid 


HE entire convention stood in tribute to 
the memory of one of its outstanding 
leaders. 

At the third general session Dr. James 
Westfall Thompson, Professor of History 
and Philosophy of the University of Chi- 
cago, addressed the Convention on “Early 
European Banking and Big Business,” giv- 
ing the historical background of modern 
banking, and showing that the international 
banker is not a product of the twentieth cen- 
tury, nor of the nineteenth. 

The attention of the convention was di- 
rected by President Traylor to the fact that 
the Educational Foundation Fund needed 
$60,542 to make up the full amount of $500,- 
000. He expressed hope that before Jan. 1, 
1928, the sum would be collected. 

To carry out the directions of the Execu- 
tive Council, a committee was appointed by 
President Traylor to consider the possibility 
of revising the organization along functional 
lines. This was the last official act of Mr. 
Traylor before proceeding with the installa- 
tion of the newly elected officers. 

In turning over the gavel and the affairs 
of the Association to Thomas R. Preston, 
Mr. Traylor predicted a “wise, careful, con- 
siderate and sound administration” under the 
regime of his successor. 


Mr. Preston Takes Charge 


VN accepting the presidency Mr. Preston 
said: “I am quite aware of the difficult 
position that I occupy, following the splen- 
did administration of Mr. Traylor. I have 
watched him at close range for two years, 
and I know the difficulties anyone would 
have in following him. 

“A frank friend of mine said to me yes- 
terday, “You don’t want to be lonesome, 
therefore do not take yourself seriously be- 
cause no one else is going to do so.’ So I 
am going to accept the advice of that keen 
and discriminating friend. 

“I deeply appreciate the honor that you 
have conferred upon me. You have now 
given me the greatest honor within your gift. 
I hope I make few mistakes, but whether 
they be few or many, I will give to this 
Association the very best effort of which I 
am capable. 

“It has been my happy luck for the last 
two years to follow the lead of Mr. Traylor 
and Mr. Wells, under whose guidance and 
direction the affairs of this Association never 
functioned more smoothly or more efficiently. 
I am also pleased that you have associated 
with us two distinguished gentlemen who 

(Continued on page 407) 
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President Hamilton National Bank, Chattanooga, Tenn., Elected President of the 
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Foreign Investments Are the 
Concern of Every Banker 


By MELVIN A. TRAYLOR 


Retiring President American Bankers Association, and 
President of the First Trust and Savings Bank, Chicago 


Whether He Will or Not, Every Banker is Becoming Inter- 
ested in Every Foreign Investment Because the Securities are 
Finding Lodgment in Every Community and Are Paid for 
With Bank Deposits. The Assaults Upon Things as They Are. 


UST why retiring presidents should not 

be permitted to slip away into that en- 

gulfing obscurity which seems to await 

an ever-growing army of Ex’s, without 
being obliged by custom to punctuate their 
departure with an outburst of alleged wis- 
dom I do not know. In this Association the 
custom seems to be as inexorable as it is 
inflexible, hence, confessing to a lack of suf- 
ficient courage to abandon it, I come now 
along the path followed by that long line of 
my illustrious predecessors, to submit herein 
a brief account of the work of the admin- 
istration during the year now closing, to- 
gether with certain comments and observa- 
tions, perhaps neither germane nor perti- 
nent to the problems of the day. 

The business of the Association since your 
last convention has gone forward in an even 
and somewhat uneventful manner, reflecting 
the harmony and efficiency at headquarters, 
which is possible only in an organization 
where intelligence, experience and loyalty 
prevail. The work of the president during 
the year has been greatly minimized and 
made vastly more effective because of such 
a staff in the executive offices in New York. 
My grateful acknowledgment to them! 

The Divisions, Sections and Committees, 
under’ the wise leadership of those in com- 
mand, have in harmony and cooperation made 
real contributions to the solution of the 
everyday problems of our business. Much of 
the worth-while work of the Association is 
done by these smaller units, which seldom, 
I fear, are given the credit they deserve. 
They are the real points of contact between 
the individual member and the larger or- 
ganization. They are the diagnosticians of 
our business and discoverers of the reme- 
dies for our ills. 


Group Action and Group 
Responsibilities 


HE ever-increasing complexities of the 

banking business seem to me more and 
more to justify our existence as an organ- 
ization. Yet I sometimes wonder if we fully 
appreciate the powers and corresponding re- 
sponsibilities of our group. This thought 
was forcibly brought to my mind recently 
by an address delivered by that leader of 
American business, Owen D. Young, on the 
occasion of the dedication of a group of new 
buildings comprising the George F. Baker 
Foundation of the Graduate School of Busi- 


Paid Out of 
Deposits 


N his address as Presi- 

dent of the American 
Bankers Association Melvin 
R. Traylor directed atten- 
tion to our foreign invest- 
ments, now reaching $12,- 
750,000,000. The securities 
ultimately find their way 
into the hands of the cus- 
tomers of every bank and 
are paid for with money 
drawn from the _ banks. 
Consequently foreign in- 
vestments are the concern 
of everybody. Economic 
laws, he says, impel our citi- 
sens to seek the most re- 
munerative investments. 
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ness Administration of Harvard University. 
I can pay ‘no more fitting tribute to the 
Dean of American Banking, the sole sur- 
viving member of the group of men who 
founded this Association, than to quote 
briefly from the address of Mr. Young, who 
in calling attention to the fact that this is 
the day of organizations, associations and 
group action, said: 

: “Let me say, however, that so far as the public 
is concerned, organized business has been quick to 
take the advantages of group action, but has been 
slow to assume group responsibilities. Too fre- 
quently business men have acquiesced, even if they 
did not participate, in objectionable practices until 
an outraged society compelled amateurs to inter- 
fere. The amateurs were frequently in the legis- 
lature, and unwise laws were enacted.  Legis- 
latures reached out for abuses they could sogliy 


observe but the causes of which they did not fully 
understand.”’ 


As the problems of our business multiply, 
complicated often as we think by unwise 
legislation or regulations, we sometimes 
wonder if we have not too often approached 
these problems from a selfish viewpoint, 
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without sufficient regard for public welfare 
—if, in fact, we have not been too ready to 
accept benefits without making a correspond- 
ing contribution in the interest of others. 

There may have been a time when bank- 
ing required little training and when any 
ordinary, intelligent business man could run 
a bank more or less successfully. Perhaps 
this was never entirely so, and it certainly 
is not true today. Banking is well on the 
road to becoming a profession, as distin- 
guished from a trade. In other words, bank- 
ing requires theoretical as well as practical 
knowledge. It is rapidly developing codes of 
procedure and ethics, such as are character- 
istic of law, medicine and the other older 
professions. Consequently, there is an ever- 
increasing danger in permitting amateurs, 
whether in or out of the profession, to settle 
our problems. 


Present Day Requirements 
of Banking 


F we are to discharge intelligently and well 

the duties that rest upon us as the custo- 
dians of the world’s credit supply, we must 
have the best banking and financial ma- 
chinery in the world, manned by the most 
competent and thoroughly trained executives, 
whose vision can comprehend national and 
international problems alike; men whose 
caution and conservatism. will not circum- 
scribe that degree of courage and faith which 
leads to adventure upon uncharted courses, 
because it seems to me that much of the 
way we shall have to go, in the years that 
lie ahead, will be without the markings of 
precedent, to which we habitually look for 
our guidance. 

Have we such a banking system—the ma- 
chinery necessary for the job? It seems to 
me that we have. With the so-called Mc- 
Fadden Bill now a law, liberalizing and equal- 
izing the rights and privileges of national 
banks, with constantly improved state legis- 
lation adding greater protection and security 
to the state chartered institutions, with the 
Federal Reserve System under indetermi- 
nate franchise, there is apparently little of 
major legislation necessary to perfect our 
banking equipment. 

It is only natural that here and there ex- 
perience will develop weaknesses in these re- 
spective pieces of human creation, but noth- 
ing would be more unfortunate, I think, than 
that there should be either agitation for or 
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actual further legislative action with re- 
spect to our banking system for some time 
to come, and, most of all, that anything 
should be done to change the fundamental 
structure of the Federal Reserve Act. Let 
those who think otherwise give careful con- 
sideration to the cause of their complaint. 
After all, are not the criticisms leveled at 
the System largely those arising from mat- 
ters of administration rather than from in- 
herent defects in the law itself? If this as- 
sumption is correct, may we not ask those 
in authority to cooperate with us in an ef- 
fort to strengthen the administrative organ- 
ization without undermining the foundations 
of the structure? 

The future welfare of this country, and 
of other countries as well, is certain to be 
greatly influenced by the financial policy 
which this country pursues. Is it too much, 
therefore, to insist that this policy be made 
and carried out by those who have practical 
experience as well as theoretical training in 
matters of finance and banking? Intelligent 
self-interest ought to impel every citizen of 
the country, whatever his occupation or em- 
ployment, to demand that the banking sys- 
tem of the country be supervised only by 
those familiar, by practice and experience, 
with the problems of banking, not only in 
this country, but in the other countries of 
the world. 


Foreign Investments 
Concern Every Banker 


INCE I have mentioned the necessity of 

those directing our financial affairs hav- 
ing a knowledge of international financial 
questions, may I enlarge upon that subject 
for a moment? In spite of the fact that in- 
ternational finance, as we know it today, 
goes back in its beginnings to the Middle 
Ages, economists and bankers are far from 
agreement on many of the questions which 
this subject presents. In part, this is due to 
the magnitude of the operations which have 
resulted from the war and from the treaties 
of peace. 

The Information Service of the Foreign 
Policy Association published in June a series 
of tables and figures illustrating, above all, 
the changes which have resulted in our own 
economic situation in this respect. Most 
bankers are familiar with these figures, and 
without quoting details of the changes which 
have followed 1914, the net result has been 
—according to Dr. Max Winkler, who wrote 
the pamphliet—that we have not only ceased 
to be a debtor nation, but at the close of 
1926 we held foreign investments in excess 
of $12,750,000,000, not including the debts 
owed to our government. We know that 
this figure has been materially increased 
during the current year. 

I am very well aware that many bankers 
dismiss this subject with the thought that 
they neither originate nor participate in 
foreign loans, and that, therefore, the prob- 
lem of foreign investments is one for Wall 
Street and the big private banking houses 
and security companies of that district. Let 
me remind you, however, that the problem 
is not one for these particular gentlemen 
alone—it is daily brought to the doorstep 
of every banker and every investor in the 
country. 

The great underwriting houses do not buy 
foreign investments exclusively for their 
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own account. They are merchants in securi- 
ties, and whether you buy directly or in- 
directly, the salesmen for these houses are 
constantly offering these securities to your 
customers, who are paying for them with 
the deposits from your bank. Whether you 
will or not, you are becoming interested in 
every venture, of whatever character and 
wherever in the world located, the securi- 
ties of which are finding lodgment in your 
community and with your people. 

I hope it may be as interesting to you as 
it has been to me briefly to take stock of 
what America has done with her money in 
the matter of foreign investments in the 
past three years. In that time we have 
loaned to Germany alone considerably more 
than $1,000,000,000. These loans have been 
made to cities, states, banks, churches, tram- 
ways, automobile companies, housing cor- 
porations, steel mills, electric companies, dye 
works, cigarette companies, harvester com- 
panies, water power companies, film com- 
panies, in fact, almost everything. 

There is hardly a country in the League 
of Nations which has not borrowed money 
in America in this period, among them: Ar- 
gentina, Austria, Belgium, Brazil, Bulgaria, 
Chile, Colombia, Costa Rica, Czecho-Slo- 
vakia, Denmark, the Dominican Republic, 
Ecuador, Finland, Germany, Greece, Hon- 
duras, Hungary, Italy, Japan, Jugoslavia, 
Liberia, Mexico, Norway, Panama, Peru, 
Poland and Salvador. These and others 
directly or through their states and munici- 
palities, all got money from the United States 
in 1926, and these are only the governments 
themselves which borrowed. 

In the same period, American investments 
abroad include stocks in oil corporations in 
Cuba, Mexico, Canada, Venezuela, Peru, 
British Guiana, Persia and Trinidad; Nor- 
wegian aluminum, Russian gold mines, 
French perfume and silk, Finnish coopera- 
tives, automobile factories in a dozen coun- 
tries and railways everywhere, Italian ship- 
ping, Belgian and Spanish telephones, Bra- 
zilian coffee and African rubber plantations, 
Caribbean sugar fields, Central American 
fruit, Caucasian manganese, Ural platinum, 
in fact, a little of everything everywhere 
and a great deal in many cases. 

I wonder if these figures conjure up in 
your mind, as they do in mine, any answer 
to that master political phrase, “America 
First,” or any interpretation of the political 
fetish of “American isolation.” It is per- 
fectly true that the total sum represented 
by all these loans and investments is a mere 
bagatel compared with the aggregate of 
American wealth, but unless human nature 
has changed, or effects a rapid transforma- 
tion, I have an idea that there are hundreds 
of thousands of American citizens whose in- 
stincts of self-preservation, and whose sense 
of property rights, may somewhat incline 
them to take heed of what is happening in 
the rest of the world. 


We Can Not Escape 
Economic Laws 


OT often in the past have the property 

rights of our private citizens been put 
in jeopardy by the action of foreign gov- 
ernment, but if we may judge by the reac- 
tion that has followed the attempt of our 
neighbor to the south in matters of this kind, 
we may well imagine that the day may come 


when no mere small fraction of our people 
will be not only interested in what is hap- 
pening in other lands, but insistent upon our 
government likewise taking cognizance of 
such facts. 

Let no one think I am condemning the 
making of foreign investments. Such a 
thought is farthest from my mind. I be- 
lieve, in fact I know, that if we are in truth 
and reality the world’s banker, and it seems 
indisputable that we are the custodians of 
the world’s available credit today, we must 
make foreign loans and investments both for 
the preservation of our own economic posi- 
tion and in justice and fairness to the rest 
of the world. 

Such has been the experience of those 
countries which, for hundreds of years, have 
been the world’s bankers, and I am sure we 
cannot escape the economic laws which im- 
pelled them, and which necessarily impel our 
citizens, to seek investments for their sur- 
plus funds in those markets of the world 
where returns are most remunerative. The 
economic effect of this policy has scarcely 
been considered, and certainly few, if any, 
have fully appraised it. 

When the Dawes Plan was adopted, most 
economists and bankers expected the Plan 
to fail at an early date—some because they 
questioned whether Germany could raise the 
large sums demanded—others because they 
regarded the transfer to other countries of 
the sums involved an impossibility, and yet, 
as a matter of fact, Germany has borrowed 
more from us since the adoption of the Plan 
than she has been compelled to pay to her 
debtors, and consequently she has had no 
difficulty in raising the money or in making 
the necessary transfers. 


Germany May Yet Have a 
Further Test 


O be sure, the day may come when the 

interest payments required to be made by 
Germany on her foreign loans, together with 
the payments required under the Dawes 
Plan, will bring about a crisis in her finan- 
cial affairs. If, and when that time comes, 
the Plan itself provides a method of pro- 
cedure, and it is reasonable to believe that 
the healing influence of peace and tran- 
quillity, which in the meantime will ensue, 
will make possible, in an atmosphere of jus- 
tice and equity, an easy adjustment upon a 
basis fair to all. 

Until that time arrives, mere speculation 
as to what should be done is more than 
futile and quite as likely to hinder as to 
further the interests of comity and good 
will, which in recent years have made so 
much progress in the former enemy coun- 
tries. 


America is interested in German fiscal 
policy because, after all, to no small degree 
it is the determining factor in the whole 
problem of the large intergovernmental debts. 
As long as Germany can pay the Allies, the 
Allies ought to have no great difficulty in 
meeting their international obligations. So 
long as this is true, discussion of our atti- 
tude toward the debts due us by the Allies 
appears quite academic. When and if, how- 
ever, there is at some time a further con- 
sideration and adjustment of Germany’s rep- 
aration payments, then conscience and good 
faith will undoubtedly dictate a further re- 
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view of the subject of the international debt 
from our standpoint. 

Turning from the field of foreign affairs 
to matters of more intimate, if not more 
immediate concern, there is much to at- 
tract and hold our attention, though per- 
haps’ little to give us cause for alarm. 
It has always seemed to me that one of the 
richest blessings of a democracy is the lati- 
tude of its individual citizens to criticize 
“things as they are,” their freedom to de- 
mand change—a prerogative, the exercise of 
which contributes largely to the charm of 
living and, incidentally, does little harm. 
These outbursts of fervor for some par- 
ticular cause usually find birth in the other- 
wise unoccupied intellect of some one indi- 
vidual. Not infrequently, however, converts 
are rapidly attracted to the alleged cause, 
thus forming our various sects and groups 
which are most industriously working for 
the accomplishment of their cherished ambi- 
tions. 


The Assault Upon “Things 
as They Are”’ 


iY is perfectly true that many of the so- 
called reforms are worse in realization 
than the disease they attempt to cure. Thus 
there is laid the foundation for another as- 
sault upon “things as they are.” These merry- 
go-rounds of group reformers are, so to 
speak, the leaven in the loaf, the salt that 
saves our body politic from deterioration. 
The history of our government is one long 
story of these forays of mere freeborn aver- 
age men, and recently women as well, to 
get what they want. Sometimes these ex- 
periments are brilliant, sometimes merely 
stupid, many times just ludicrous. Nearly 
always they reflect so large a measure of 
selfishness as to rob them of any appeal to 
the unprejudiced mind. 

Given always to voicing our protests and 
demands after this fashion, it is doubtful 
if we have ever been more thoroughly or- 
ganized than now, and it is interesting to 
observe in what diametrically opposite di- 
rections the varying groups seem to work. 
On the one hand, there is no small group 
which is demanding more and more from 
those in political control. We want more 
public schools, more paved streets, more 
highways, more free bathing beaches, public 
parks, anything and everything that will add 
to the joy of living but which require large 
expenditures for development. This group 
is offset by another group, perhaps not so 
numerous, but no less vociferous, which de- 
mands economy in government and ruthless 
reduction in taxation. They assert, with 
mounting stacks of figures, that taxes are 
crushing the life out of business, and sooner 
or later, sooner perhaps, unless controlled, 
will destroy our very prosperity. 

Between these two warring factions, what 
is a poor public official or even one who 
votes for bond issues and pays the taxes 
to do? Perhaps a middle course would be 
wise. Some public improvements might be 
deferred and tax burdens made somewhat 
lighter, but will this happen? Many peo- 
ple doubt that it will. After all, most of 
us want all the comforts that money or 
credit will buy, and this in spite of the fact 
that we know that ultimately we will have 
to pay. 
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Some one has said that there is nothing 
the matter with taxes except that we have 
to pay them, and since the pain of paying 
is felt on the average about once a year, 
whereas the joy of the comforts for which 
we pay is with us the year round, I am not 
optimist enough to hope for any marked 
change in the present trend of such affairs 
in the immediate future. Nor am I greatly 
alarmed about the matter, since our largest 
taxpayers are likewise our largest bond 
buyers. 

And thus it goes all through our social 
and political existence. If things as they are 
do not suit us, we organize our own pet 
party and start out on a war of reform. 
As soon as one group finds a serious defect, 
imagined or real, in any part of our ma- 
chinery, another group as promptly proposes 
a remedy or rushes to the defense of the 
status quo. 

It may be cigarettes or the length of hair 
and dresses. It may be Wall Street or 
Main Street. It may be agriculture or 
alcohol, and in passing may we observe that 
in recent years the former of these two 
has had rather a rough deal, while the lat- 
ter has not gotten half it justly deserves. 

It may be our banking system, or it may 
be our business practices. No matter what 
or where, you are certain to find one group 
that says everything is all wrong and an- 
other group which insists that if people will 
only do it their way, everything will be all 
right. 

The most astounding fact is that the 
smallest group of all is the group that voices 
a faith in “things as they are” and a con- 
fidence that the nation will endure without 
radical changes being made; and yet we 
seem to be doing fairly well in spite of all 
the critics of “things as they are,” and it 
seems to me we may reasonably expect a 
continuance of these conditions for some 
time to come. We will continue to be gov- 
erned just about as we have been governed 
in the past. Honesty and integrity will con- 
tinue to dominate most human reactions, 
which means that capital and labor, now 
happily enjoying the most sane and satis- 
factory relations in their history, will con- 
tinue their joint contribution toward a still 
higher and better standard of living for all 
our people. 


Problems of Those Producing 
the Food Supply 


HE directing influence of honesty and 

justice also means that the best intelli- 
gence of public official and layman must 
continue to focus upon the problems of those 
who produce the nation’s food supply until 
an equitable and effective solution is found 
which will restore this fundamental indus- 
try to its rightful place in our economic life. 
In just what direction the remedy lies does 
not yet appear, but that it revolves around 
two cardinal facts seems to me perfectly 
clear. Justice demands more for those who 
produce without increased burdens for those 
who consume. Our next peace-time national 
hero may well come from the ranks of those 
who are now devoting their time to a study 
of our complex and rapidly changing sys- 
tems of transportation and distribution, es- 
pecially as applied to our food supply. 
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This brief digression has taken me away 
somewhat from my text, “Things as They 
Are,” on which, however, I have undoubt- 
edly said enough to convince you that I be- 
lieve—barring unthinkable stupidity on the 
part of all of us—our political and economic 
future is reasonably secure. 

There is another group—in fact, several 
of them—whith is not satisfied with “things 
as they are,” or as they portend for the 
future moral and spiritual welfare of our 
civilization. They fear that the God of the 
material is displacing the God of the soul. 
I do not subscribe to their theory, though 
I do believe that as our wealth and leisure 
increase, so does our duty of devotion to 
the finer things of life. Paradoxical as it 
may seem, it is undoubtedly true that the 
problems of wealth for the nation, as for 
the individual, are often as difficult as are 
the privations of adversity. Humbleness of 
character and faith in the destiny of man— 
the sustaining factors of high ideals—do not 
seem to thrive as they should in the land 
that flows with milk and honey. And yet, 
in spite of what our dissenting groups may 
say, I do not despair. I am not even dis- 
couraged, because I do not believe that this 
is the first era in human history when ap- 
parently men everywhere were chiefly con- 
cerned with accumulating wealth and mate- 
rial comforts. The cottage, the vine, and 
the fig tree of another age were no more 
than the mansion, the motor, and the money 
of today. They are all only symbols of 
man’s ambition to provide for those whom 
he loves. No sadder day could come for 
art, science, religion, or civilization itself 
than that wherein the incentive of man to 
work, to achieve, and to accumulate should 
fail. 


On Surrendering Things 
of the Spirit 


oo who cry out that we are sur- 
rendering the things of the spirit to the 
things of the material overlook the fact that 
at no time in the history of the world have 
men of wealth given as liberally as now to 
churches, universities, libraries, museums, 
and all those institutions wherein high ideals 
are instilled, sterling character is built, and 
the hope of civilization preserved. 

Critics are a splendid influence in the 
world. Their pointed shafts serve to keep 
us to the paths of rectitude while they prod 
us on to the accomplishment of greater good, 
but we must never allow them to shake 
our faith in ourselves, our fellowmen, or 
our national destiny. Perhaps what we need 
most today, individually and as a people, i 
a genuine revival of tolerance, a fresh bap- 
tism of faith—tolerance for the views and 
acts of others—a belief in something beyond 
ourselves, and faith in the destiny of life. 
If we can have these, it will not matter 
what our lives are, for we can live them 
finely. 

This, then, is my hope for our future— 
that we may be rich without forgetting to 
be righteous; that we may have leisure 
without license; that we may be powerful 
without being offensively proud; that we 
may be nationally minded without being 
narrow minded; and, finally, that we may 
live in a world of fact without surrendering 
our faith. 


The Causes of Bank Failures and 


Some Suggested Remedies 


The Economic Policy Commission, After Investigating the Prob- 
lem Presented By Numerous Bank Failures, Reports That More 


Good Can Be Done By Correcting Defects In Banking Structure 
Than Through Further Restrictions on Loans and Investments. 


Commission has not been able to make 

a comprehensive investigation of the 

particular banking transactions that have 
involved serious losses and numerous failures. 
A preliminary examination of this aspect of 
the matter, however, disclosed great diversity 
among these unfortunate operations—a di- 
versity so wide that it has forced upon the 
Commission the conviction that it is hopeless 
to seek for a solution of the bank failure 
problem in main reliance upon the imposi- 
tion of further restrictions on bank loans 
and investments. 

Far more promising results may surely be 
anticipated from efforts directed toward the 
correction of defects in banking structure 
and management, of which unsound banking 
practices are but merely symptoms. The 
recommendations of the Commission are, 
therefore, designed to bring about the es- 
tablishment of conditions which will be 
more favorable than in the past to the con- 
duct of banking along safe lines. 


lL the limited time at its disposal, the 


Too Many Bank Failures 


r the supremely important matter of 
safety the recent record of the American 
system of independent unit banking has been 
conspicuously unsatisfactory. During the 
last six years more than 3800 banks, some- 
what more than one-eighth of the total num- 
ber of banks in the country, have been 
obliged to suspend operations, and although a 
considerable number, after a variety of ad- 
justments and sacrifices, have been reopened, 
the aggregate of definite failures has been 
in excess of 3000. 

Many additional banks also have escaped 
failure only through the absorption of losses 
on doubtful and worthless assets by di- 
rectors, assessments on shareholders to re- 
store impaired capital, or by subscriptions to 
additional capital from wider circles influ- 
enced by the desire to avert the damaging 
consequences of a general loss of confidence 
in local banking institutions. Still other 
tottering banks have been taken over by 
stronger neighbors, in some instances with 
disastrous effect upon the solvency of the 
absorbing institution. 

These failures and near failures do not 
imply a weak condition and poor manage- 
ment in the case of the majority of banks 
throughout the country, but they do indicate, 
as does experience in earlier periods, that 
large numbers of banks, which seem to be in 
a flourishing condition during years of busi- 
ness activity, are unable to withstand the 
stress and strain incident to depression and 


Searching Study 


TARTING last May, 

the Economic Policy 
Commission made a care- 
ful investigation of the 
causes of the large number 
of bank failures in_ the 
United States during the 
past few years. The report 
which it presented to the 
Houston convention of the 
American Bankers Associa- 
tion is published here in 
full. Dr. O. M. W. 
Sprague, professor of 
Banking at Harvard Uni- 
versity, assisted the commis- 
sion in its inquiry. The re- 
port was one of the features 
of the convention. 


a downward adjustment of values in the 
communities in which they are established. 

Aside from scattered failures due to dis- 
honesty or gross mismanagement, the bank- 
ing troubles of the last six years have been 
concentrated in localities which have experi- 
enced a prolonged period of adverse condi- 
tions or the sudden collapse of a highly 
speculative local situation. In the north- 
eastern states, in the territory served by the 
Federal Reserve banks of Boston, New 
York, and Philadelphia, a section which 
speedily recovered from the industrial re- 
verse of 1920, bank failures were relatively 
few, only forty during the six years, 1921- 
1926. The Cleveland district with thirty- 
six failures, and San Francisco with 158 also 
show at least a comparatively low casualty 
rate. In the four southern districts of Rich- 
mond, Atlanta, St. Louis, and Dallas, on the 
other hand, there were 1117 failures during 
this six-year period, while the three re- 
maining districts present a still more un- 
favorable record, the Chicago district with 
437 failures, Kansas City with 590, and 
finally the astounding number of 999 fail- 
ures in the Minneapolis district. 
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A variety of adverse local influences, 
among which may be mentioned a  suc- 
cession of crop failures and the collapse of 
urban real estate booms, precipitated num- 
bers of these failures, but the great majority 
suspended because they were unable to meet 
the stress exerted by the persistence of un- 
profitable prices for the products of agricul- 
ture and animal husbandry—stress which 
was particularly severe because it was ex- 
perienced after years of abounding pros- 
perity, an extreme appreciation in the value 
of farm property, and a large increase in 
the number of farms mortgaged and amount 
of mortgage indebtedness. 


The Influence of Adverse 


Economic Conditions 


HESE adverse conditions, it can hardly be 

too strongly emphasized, do not furnish an 
adequate explanation of the numerous bank 
failures of the last six years. By no means 
all, or even a majority, of the banks in the 
localities most seriously affected have been 
obliged to suspend operations. Unfavorable 
economic conditions are an acid test of the 
policies which banks have followed during 
preceding years of business prosperity. Fi- 
nancially weak and unskillfully managed 
banks are weeded out; strong and well man- 
aged banks experience losses but they sur- 
vive. Great significance in this connection 
attaches to the finding of a Special Commit- 
tee on the Banking Situation of the 1927 
Legislature of Minnesota, a state in which 
adverse conditions have been particularly 
severe and the number of bank failures 
numerous. Analyzing the causes of bank 
failures, the Committee says: 

“A survey of the closed bank situation in Min- 
nesota presents an interesting picture. Certain 
communities of the state seem to have escaped en- 
tirely, or almost entirely, this epidemic of closed 
banks, while in other parts of the state the pro- 
portion of closed banks to the number of banks 
chartered in the community is very great, nor is 
this unequal distribution of closed banks due in 
large measure to different conditions of soil or 
conditions of the farmers, for in parts of the state 
where the farming conditions are almost identical 
one part shows a large percentage of failed banks 


and another part shows almost none. The cause 
lies deeper than that.” 


Unqualified agreement with the view of 
the matter of this Minnesota Committee is 
not inconsistent with definite recognition that 
external conditions in many parts of the 
country during the last ten years have been 
abnormally unfavorable to the conduct of 
banking along safe lines, In the agricultural 
development: of the country, however, the 
stage is apparently more generally being 
reached in which farm values will be more 
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closely related to current income, and it is 
not probable that commodity prices will 
again exhibit the extreme fluctuations of the 
last decade. It is therefore reasonable to 
presume that no future period of similar 
duration will witness the number of bank 
failures that have marked the last six years. 
Ii these anticipations are realized, the bank 
failure problem assumes less unmanageable 
proportions, but in the absence of improve- 
ments in organization and practice, it is not 
to be doubted that a discreditable number of 
failures will continue to occur, mainly con- 
centrated in periods of trade reaction. 

It is also important to note that the in- 
ability of many banks to withstand adverse 
conditions is not a problem that concerns 
exclusively those areas in which bank fail- 
ures have been numerous in recent years. 
Present immunity furnishes no certain as- 
surance that all banks in a locality are and 
will remain in competent hands. The pos- 
sibility, if not the probability, must be recog- 
nized that adjustments even distantly ap- 
proaching in difficulty those experienced in 
agriculture might be accompanied by num- 
bers of banking casualities in communities 
in which manufacturing is the major occu- 
pation. 


Urgent Need for Greater 
Safety in Banking 


S in earlier periods marked by numerous 
bank failures, an insistent demand for 
greater safety in banking is to be antici- 
pated, and this demand is not rendered less 
reasonable by the presence of strong and 
well managed banks in every part of the 
country. The public must make use of 
banks, but few are in position to distinguish 
between the strong and the weak. Bank 
statements and other external information 
relating to banks do not furnish an adequate 
basis for intelligent discrimination. Unless 
failures become exceptional, it may be ex- 
pected that all banks will be subjected to an 
increasing range of restrictions, restrictions 
that may be quite superfluous for well man- 
aged banks, but which are adopted to curb 
the weak and incompetent minority. 

Numerous failures should be a matter of 
grave concern to well-managed banks for 
still other reasons. To those bankers who 
are strongly opposed to branch banking it 
should be evident that the recurrence of 
numerous failures threatens to undermine 
the system of unit banking. Recognition 
should also be given to the damaging effect 
upon the earnings of the better banks dur- 
ing the more or less prolonged period of 
operation of weak banks before the failure 
stage is reached. And finally, attention may 
be called to the unfavorable influence on 
earnings in consequence of the damage to a 
community which is entailed by the unsound 
conditions and unsuccessful undertakings that 
are fostered by banks under incompetent 
management. 

While the experience of the last six years 
furnishes ample evidence of serious defects 
in our present system of unit banking as it 
is now organized and operated, and compels 
recognition of the urgent need for its modi- 
fication and improvement, the Economic 
Policy Commission is hopeful that no revo- 
lutionary change, such for example as the 
general diffusion of branch banking, will be 
required to provide adequate protection for 


the depositor, and is also hopeful that this 
result can be attained with no sacrifice but 
rather with a positive enhancement of the 
characteristic advantages of unit banking. 
The causes of numerous failures are not ob- 
scure and difficult to discover, and the Com- 
mission believes that the number of failures 
in future can be substantially reduced 
through the adoption of arrangements defi- 
nitely designed to meet obvious defects that 
experience has disclosed in our system of 
independent local unit banks. 

In the judgment of the Commission, how- 
ever, this objective cannot possibly be 
reached through the imposition of further 
legislative restrictions covering the details 
of banking operations. Safety in banking 
will never be secured if reliance continues 
to be placed primarily and almost exclusively 
upon restrictions, which even when carried 
to an extreme point can do no more than 
somewhat narrow the field within which an 
incompetent management will manifest its 
incompetence. A more immediate enforce- 
ment of existing legislation would do much, 
but remedies for bank failures to be ade- 
quately effective must be designed to reduce 
the number of financially weak banks, se- 
cure more competent officers supported by 
responsible and active directors, and above 
all insure that unsound policies shall be 
checked long before solvency is endangered. 


_Bxcessive Numbers of Banks 


of unit banks is peculiarly 
subject to the grave danger that a much 
larger number of banks will be established 
than is compatible with the requirements es- 
sential for safety of financial strength and 
good management. Under a highly devel- 
oped branch banking system the large capi- 
tal and, even more important, the extensive 
organization needed from the outset, effec- 
tively restrict the formation of new banks. 
Branches may indeed be overdeveloped, but 
experience indicates that the consequent in- 
road on earnings is not serious enough to 
impair capital, much less jeopardize the posi- 
tion of depositors. 

"Strikingly different is the situation under 
a system of unit banking. In order that all 
communities may enjoy the benefits of bank- 
ing facilities under competitive conditions, 
the minimum capital required for the estab- 
lishment of a bank is necessarily set at a 
low figure, and operations can be handled 
by a simple organization that can be readily 
improvised. Profits during years of business 
prosperity are reasonably satisfactory, and 
the temptation to enter the banking business 
is made more alluring by the exaggeration 
of these profits under the faulty accounting 
practice that is followed by most banks. 
Reserves are not created to take care of 
future losses, but all undistributed earnings 
are allocated to surplus and _ undivided 
profits, from which deductions are subse- 
quently made, often most unwillingly, when 
losses have been unquestionably realized. In 
addition to anticipations of profits, a certain 
measure of power and dignity, especially 
outside the large cities, that seems to attach 
to the management of banks, does much to 
enlist an active interest in proposals for ad- 
ditions to their number, and the possibility 
of securing liberal accommodation through 
relationship with a bank, as officer, director, 
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or shareholder, is a consideration that is by 
no means uncommon. 

Public opinion also has in general looked 
with positive favor upon an unlimited in- 
crease in the number of banks. That men 
of good character and average business ex- 
perience should be as free to engage in 
banking as in other occupations seems to 
have been taken for granted. Insufficient 
account is taken of the special characteristic 
of banking that it exposes to risk of loss 
not only shareholders and business creditors 
but also the wide circle of depositors who 
are not in position to protect themselves by 
the exercise of reasonable care and fore- 
sight. Moreover, the misconception is wide- 
spread that additional banks in a community 
will increase the available supply of credit, 
a motive particularly strong in communities 
where the local supply of credit regularly 
falls short of the local demand for accom- 
modation. 

It is not clearly perceived that the volume 
of credit in any community is determined 
by the wealth and banking habits of its peo- 
ple, and that an increase in the number of 
banks subdivides but does not appreciably 
augment the aggregate amount of banking 
resources. A community with aggregate 
banking resources of, say, $4,000,000 will be 
better served in every way including safety, 
by two or three banks rather than by six or 
more. An excessive number of banks in- 
duces cut-throat competition, and tends to 
undermine conservative standards in the 
granting of credit, which in turn subjects 
the better borrowers to the necessity of pay- 
ing higher rates for loans since they are 
obliged to compete with a demand for credit 
that properly should not receive favorable 
consideration. 


Country Is Over-banked 


URING the decade and a half preced- 

ing the trade reaction of 1920, these 
various influences brought about the organi- 
zation of a large number of new banks in 
most parts of the country, and in the judg- 
ment of your Commission the resulting over- 
development of banking is more responsible 
than any other factor for the banking dis- 
asters of the subsequent years. Between 
1904 and 1920 the number of state banks 
and trust companies increased from 7508 to 
22,054 and the number -of national banks 
from 5331 to 8123. Aggregate resources 
had indeed increased enormously so that av- 
erage resources at the close of the period 
were greater than at its beginning. But an 
average of resources is most misleading, 
since the gain in resources was by no means 
evenly distributed among the banks. Many 
banks had become larger and stronger, and 
the thousands of newly chartered banks 
served mainly to provide the country with an 
unprecented number of small banks employ- 
ing resources of from $100,000 or even less 
to $500,000. 

The strength of any particular bank can- 
not of course be determined by its size. 
There are hundreds of small banks through- 
out the country that are ably managed and 
abundantly strong. These banks are com- 
monly subject to the handicap of an absence 
of industrial diversity in the communities 
which they serve—a handicap which they 
can only overcome by the exercise of ex- 
ceptional caution and judgment. On the 
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other hand, while there is no exact relation- 
ship between the number and size of the en- 
tire group of banks in a locality and the 
strength of its banking position, it is cer- 
tain that no community can hope to enjoy 
the benefits of safety in banking if the busi- 
ness is organized in units so numerous as to 
exceed the available supply of competent 
officers and responsible directors, and with 
insufficient earning power to be able to ab- 
sorb inevitable losses. Ample evidence of 
the unhappy consequences of excessive num- 
bers and inadequate size in banking is clearly 
to be found in the geographical distribution 
of the failures of the last six years. 

In the three Federal Reserve districts, of 
Boston, New York, and Philadelphia, there 
were but forty failures during these years. 
It is an area of 150,000 square miles with a 
population of 33,000,000, and was served at 
the close of 1926 by less than 3300 banks 
(3265). The Chicago district, with a slightly 
larger area of 190,000 square miles but with 
a population of only 17,000,000 is provided 
with 2000 more banks (5268), and had a 
record of 437 failures between 1921 and 
1926. Again the Minneapolis district, it is 
true with a much greater area, 414,010 
square miles, but with a population of only 
5,500,000 still had 2780 banks in operation 
after 999 failures. 

Comparison by states tells the same story 
only the more forcibly. The 11,000,000 
people of the state of New York with an 
area of 47,000 square miles managed very 
comfortably with 1056 banks in 1920, and 


there were eight failures in the six subse- 
quent years, while the slightly less than 
2,500,000 occupying an area of 55,000 square 
miles in Iowa was served by 1763 banks, of 
which 263 failed. North Dakota supplies 
an even more extreme example of the over- 
development of banks and its inevitable se- 
quel; 317 failures among 898 banks having 
been established to meet the needs of a 
population of about 650,000 on an area of 
70,000 square miles. 

No community can possibly provide ade- 
quate resources, competent officers and ex- 
perienced directors for one bank to every 
750 of its inhabitants as in North Dakota, or 
to 1400 as in Iowa. Banking troubles were 
inevitable with the advent of adverse condi- 
tions, and for the severity of these condi- 
tions the unwise use of credit administered 
by an inordinate multiplicity of banks is in 
no small degree responsible. And as may be 
seen from the table on this page, the situa- 
tion in these states was not exceptional. 


Limitation of Bank Charters 
to Community Needs 


P geen and essential first step toward 
the attainment of safety in banking will 
have been taken when the number of banks 
chartered is limited to the needs of the com- 
munity, based upon clear recognition that 
development of every community is best 
served by strong banks that employ con- 
servative standards in the extension of 
credit. 


State and National Bank Failures 1921-1926 


Total 

State 

Banks 
Failed 


Total 

National 
Banks 
Failed 

Alabama 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District of Columbia......... 


Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 

New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 


Virginia 
Washington 
West Virginia . 
Wisconsin 
Wyoming 


Totals 


Number Banks in Operation, 1920 


Grand 


Total National Total 


160 
30,086 
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An increase in minimum capital require- 
ments would do much to hold the number 
of banks within safe limits. When account 
is taken of improved means of transporta- 
tion and the general advance in prices of 
the last decade, a minimum capital of $25,010 
surely, and presumably of $50,000, would 
not deprive any community of adequate 
banking facilities. But capital requiremeiits 
alone are too mechanical and rigid to be 
made the sole factor in the determination of 
the desirable number of banking institutions 
in a locality. Needed elasticity in the graut- 
ing of charters requires that approval shall 
be made contingent upon evidence of a com- 
munity need for additional banking facili- 
ties. 

A provision of this character has already 
been adopted by a number of states, and the 
most comprehensive of these requirements, 
that of Wisconsin enacted in 1923, is here 
presented, preceded for purposes of com- 
parison by the conspicuously inadequate pro- 
visions of the Iowa Law. 

IOWA: “Incorporation—articles—contents. State 
banks may be hereafter organized by not less than 
five persons of lawful age, who shall, prior to the 
commencement of business, sign and acknowledge 
articles of incorporation before some officer author- 


ized to take acknowledgements of deeds. ‘ 
“Commencement of business—certificate of author- 
ity. No such association shall have the right to 
commence business until its officers or its stock- 
holders shall have furnished to the superintendent 
of banking a sworn statement of the paid-up capi- 
tal, and, when the said superintendent is satisfied 
as to that fact, he shall issue to such association a 
certificate authorizing it to commence business.” 


WISCONSIN: “Any number of adult persons, 
citizens of Wisconsin, not less than seven nor more 
than twenty, desiring to associate for the purpose 
of organizing a banking corporation under this 
chapter, shall make application to the commissioner 
of banking in such manner as may be prescribed 
on a form furnished by him... . 

“Upon receipt of proof of publication, the com- 
missioner of banking shall thereupon ascertain trom 
the best sources of information at his command, 
and by such investigation as he may deem necessary, 


. whether the character, responsibility, and general 


fitness of the persons named in such application 
are such as to command confidence and to warrant 
the belief that the business of the proposed cor- 
poration will be honestly and efficiently conducted in 
accordance with the intent and purpose of this 
chapter; and whether public convenience and ad- 
vantage will be prompted by allowing such bank 
to organize; and he also shall investigate the char- 
acter and experience of the proposed officers, the 
adequacy of existing banking fac'lities, and the 
need of further banking capital; the outlook for 
the growth and development of the city, town, or 
village in which such bank is to be located, and the 
surrounding territory from which patronage would 
be drawn; the methods and banking practices of 
the existing bank or banks; the interest rate which 
they charge to borrowers; the character of the ser- 
vice which they render the community, and the 
prospects for the success of the proposed bank if 
efficiently managed. Such investigation shall be 
completed within 90 days from the filing in the 
office of the commissioner of banking of proof of 
publication and the making of the denosit herein 
required, but in the event a majority of the appli- 
cants and the commissioner of banking mutually 
agree to it, the time may be extended an additional 
period of 60 days.” 


This Wisconsin statute serves to indicate 
the variety of considerations that may prop- 
erly be given weight in the determination of 
community advantage from the establish- 
ment of additional banks. Precise tests are 
lacking. Judgments must be exercised, and 
it is therefore to be presumed that little will 
be accomplished through legislation of this 
character unless those entrusted with its 
execution are supported by a public opinion 
that clearly and permanently recognizes the 
damaging consequences of an excessive num- 
ber of banks. 

The problem is further complicated by 
the presence of two charter-granting author- 
ities, the national and the state, which may 
be played off one against the other in doubt- 
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ful cases by eager bank organizers. Both 
Federal and state officials charged with the 
administration of the banking laws not un- 
naturally becomes imbued with the desire 
that the system of banks under their juris- 
diction shall exhibit both absolute and rela- 
tive growth. Many banks have unquestion- 
ably been chartered in the belief that a re- 
fusal would be followed by a more favora- 
ble response in the other quarter. It is 
clearly most advisable that in this matter 
national and state authorities should work 
in a spirit of close and friendly cooperation, 
neither, except in the most unusual in- 
stances, granting a charter that has been 
refused by the other authority. 


Responsibilities of Bank 
Directors 


y ive organization of unnecessary banks, 
would be a far less easy matter, and 
the management of banks would be subjected 
to more steady and ‘effective supervision, if 
the responsibilities involved in the accept- 
ance of the position of director were more 
generally realized. The risks that are in- 
curred are clearly set forth in the following 
statement which has been prepared for the 
Commission by an experienced bank officer 
of legal antecedents : 

“A director of either a national or a state 
bank, by accepting election as such, assumes 
definite legal liabilities and what is often 
more important, moral obligations, which he 
cannot evade if he is to maintain his self 
respect and position in the community in 
which the bank is located. 

“The legal liabilities assumed by a bank 
director by his act of accepting election as 
such, are of two kinds: express statutory 
liabilities imposed by the national bank act 
or by the laws of the state under which the 
bank is chartered; and the general legal li- 
ability imposed by the common law upon 
every director in any corporation for losses 
to the stockholders or the creditors of the 
corporation, caused by his misconduct or 
negligence. 

“The first class of legal liabilities gener- 
ally relate to excessive loans, wrongful cer- 
tification of checks, investments of a kind 
forbidden by law, guarantees by the bank 
of the credit of some third person. Their 
exact nature depends upon the terms of the 
law under which the bank is organized. 

“The second sort of legal liability which 
no bank director can escape, is the general 
liability assumed by every director and 
every officer of all corporations to use ordi- 
nary care and diligence in following the 
affairs of the corporation and seeing that 
improper conditions are corrected. It is 
more difficult to pin negligence of this sort 
on a bank director in such a way as to make 
him responsible financially to the depositors, 
than it is to convict him of approving a loan 
or an investment which the bank is specifi- 
cally forbidden to make. But there are cases 
in which directors have been held accounta- 
ble for negligence in following the affairs of 
their bank and many cases in which they 
have been held responsible financially for 
their assent to direct violations of the act 
under which the bank is organized. And 
for every case that reaches the courts, there 
are a dozen in which settlements involving 
the payment of money by directors have 
been made out of court, to avoid suit. 


“Directors of banks are frequently, per- 
haps generally, asked from time to time, to 
give guarantees or bonds in connection with 
the bank’s business. There is no legal obli- 
gation, of course, for a director to give 
such guarantees or bonds. Such guarantees 
by directors are generally given to secure 
the deposit of public moneys in the bank. 
They are frequently given on the borrow- 
ings of the bank from its city correspond- 
ent. The directors may be asked to go on 
the official bond of a public official, who in 
return, promises to keep public money in 
the bank. In any of such events, a failure 
of the bank is practically certain to convert 
the guarantee or bond into a real liability. 
And the existence of such contingent liabili- 
ties on the part of directors, which become 
very real and direct liabilities in the event 
of failure, is perhaps the main reason why 
in case after case, directors have paid or 
underwritten voluntary assessments and con- 
tributions far in excess of any double lia- 
bility on their stock, to keep banks open. 

“The moral obligation assumed by a di- 
rector of a bank differs, of course, from 
community to community, and with the 
moral standards of the director himself. A 
bank directorship in most communities is 
regarded as an honor. If the bank fails, 
that honor is generally converted into a dis- 
grace. The community expects a bank di- 
rector, even at personal financial sacrifice, 
to keep his bank from failing. This is quite 
apart from any legal liability of the director. 
And in the case of thousands of small banks 
that have suffered severe losses, the directors 
have, at great personal sacrifice, put in new 
money in an effort to protect depositors and 
without any hope of recovery. The average 
farmer or small town director of country 
banks is entitled to a degree of credit for 
meeting the moral obligations of his posi- 
tion, that the general public does not give 
him, particularly, if his sacrifices and those 
of his fellow directors do not eventually 
save the bank from failure.” 

In banking, as in other branches of busi- 
ness, the character and policies of the or- 
ganization will commonly be largely de- 
termined by some one individual, but in 
banking and especially in the case of the 
smaller banks, the supervision of an active 
board of directors is peculiarly necessary. 
In many instances, the bank is by no means 
the most important business interest of its 
chief officers. There is consequent danger 
that an undue proportion of the funds of 
the bank may be employed in undertakings 
in which officers and perhaps some of the 
directors are deeply engaged. As an effec- 
tive means of enabling all directors to be- 
come more fully conversant with the condi- 
tion of their respective banks, this Commis- 
sion strongly recommends that the Ameri- 
can Bankers Association undertake to work 
out model forms for the presentation of 
business at meetings of the boards of direc- 
tors of the banks. 


Government Supervision 


ESTRAINT in granting charters to- 
gether with somewhat higher minimum 
capital requirements, and more regular and 
careful supervision by directors will do much 
to strengthen our unit banking system, but 
by no means all that is needed to afford ade- 
quate protection for’ the depositor. Among 
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the thousands of banks, large and small, 
throughout the country, wide differences in 
the skill and competence of management are 
inevitable. Dishonesty and the employment 
of an unduly large proportion of the funds 
of banks in the other undertakings of officers 
and directors subject the solvency of banks 
of small or of modest size to risks from 
which large banks are practically immune. 
And it is also perhaps pertinent to observe 
that the qualities required to handle suc- 
cessfully a small bank, where there is little 
local diversity in loans and an intense de- 
mand for credit, are not more common than 
the qualities that are needed in the manage- 
ment of much larger city institutions. 

To meet these managerial elements of 
weakness in a system of unit banking reli- 
ance hitherto, outside a few cities, has been 
placed almost exclusively upon legislation 
covering the details of banking operations 
and upon government supervision through 
periodic examinations. It will not be ques- 
tioned that both legislation and supervision 
have been necessary and serviceable. It is 
evident, however, that they have fallen far 
short of the accomplishment of their pri- 
mary purpose—the prevention of numerous 
bank failures. While this Commission is 
convinced that something more than govern- 
ment action is needed, and that little or no 
advantage can be anticipated from additional 
restrictive legislation, it is at the same time 
confident that unsound tendencies in many 
banks would be checked under improved 
methods of supervision and a somewhat 
more immediate enforcement of those pro- 
visions of existing statutes which deal with 
operations that undermine the solvency of 
the banks. 

In reaching its conclusion that additional 
legislation at the present time is inadvisa- 
ble, at least in the case of the national law 
and of those of most of the states, the Com- 
mission has been influenced by three con- 
siderations. It has noted that when allow- 
ance is made for differences in location and 
size, the number of national banks that have 
failed, banks subject to the most restrictive 
of our banking laws, has been relatively not 
appreciably less than the number of defunct 
state institutions. Again, a widening of the 
range of restrictions will ordinarily increase 
the number of instances in which determina- 
tion of a failure to comply with the law in- 
volves the exercise of judgment. Numer- 
ous situations of this nature breed dissatis- 
faction with the statute and work against 
the effective enforcement of the law by ad- 
ministrative authorities. 


What Cannot Be Done By 
Legislation 


ND finally, it should be evident that in 
any event legislation can never include 
within its scope all of the operations that may 
prove disastrous to a bank. It can only deal 
with large classes of loans that are usually 
undesirable. It cannot take account of dif- 
ference in time or place, or go very far in 
prescribing well-balanced proportion be- 
tween various classes of loans and invest- 
ments. Loans that may be unwise at one 
time may be entirely satisfactory at another: 
or for one bank and not for another. Much 
must be left to the discretion of manage- 
ment, and the unwise use of this discretion 


. 


308 


AMERICAN BANKERS ASSOCIATION JOURNAL 


November, 1927 


cannot be adequately checked by government 
supervision which is mainly concerned with 
the enforcement of statutory requirements. 
In many jurisdictions, moreover, the sal- 
aries of examiners as well as those of Bank 
Commissioners have been far too meagre to 
secure and retain men with proper qualifica- 
tions for the responsible and difficult work 
of bank supervision. The better men speed- 
ily find more remunerative employment else- 
where. 


Clearing House Examinations 


ECOGNIZING the limitations of gov- 

ernment examinations and supervision, 
the banks of thirty-three cities, already or- 
ganized in clearing houses, have set up their 
own system of examination, and in general 
with highly satisfactory results. This ex- 
perience serves to indicate the large possi- 
bilities of improvement in banking practice 
that can be brought about through associated 
action on the part of the banks themselves. 
For such associated action, however, it is 
not necessary to adopt exactly similar ar- 
rangements everywhere. The one essential 
is definite recognition by bankers that active 
participation in banking supervision is neces- 
sary in order to furnish adequate protec- 
tion to depositors. 

In the larger cities, where the clearing 
house is an indispensable adjunct of bank- 
ing, a more complete system of examina- 
tion and ‘supervision can be established than 
is perhaps feasible elsewhere. Through the 
clearing house, arrangements favored by a 
majority of the members can be adopted. In 
the case of country banks, the initial diffi- 
culty is encountered that an organization for 
the specific purpose of supervision must be 
created, and the burden of additional expense 
presents an evident further difficulty. It is 
also important to note that the clearing- 
house system of supervision does not include 
within its scope all of the banks of the 
cities in which it has been established. Some 
banks are unwilling to submit themselves to 
examination on account of the burden of 
expense or for other reasons. In reserve 
bank cities little or no pressure can be ex- 
erted to secure the adherence of these banks 
since clearing facilities are unfortunately 
available through the reserve banks. The 
admission of others is withheld on account 
of their unsatisfactory condition. 


Powers Under Clearing House 
Examination Plan 


HE clearing house examination system is 
not only initially selective ; it also includes 
the power of expulsion from the group if 
criticisms of the examiner are persistently 
unheeded. By the assumption of these powers 
of selection and exclusion, the banks accept- 
ing the arrangement practically place them- 
selves in the position of guarantors against 
loss to the depositors in any bank that is a 
member*of the group. If insolvency is al- 
lowed to involve loss to depositors, public 
confidence in the system is weakened, and 
its permanence is seriously threatened. 
With all its unquestioned merits, then, 
the clearing house system of examination has 
limitations which must always interfere with 
its adoption by all of the banks of the coun- 
try. There are cities in which it might now 
be established with every promise of decided 


advantage to the community, and the system 
may well be considered a goal ultimately to 
be reached everywhere. The adoption of the 
system in any locality would, however, be 
most inexpedient at a time when there were 
a considerable number of banks in a weak 
condition, since exclusion of these banks 
might precipitate failures while their inclu- 
sion would endanger the successful working 
of the plan itself. 


Regional Organizations 


ie view of these obstacles to the general 
adoption of an additional system of exam- 
ination of the clearing house pattern, this 
Commission has examined alternative sug- 
gestions and finds large promise in a less 
ambitious plan, which would subject the 
banks to no appreciable expense, is flexible, 
and involves no implication of a guaranty 
against loss to depositors. The basic fea- 
ture of this proposal is the organization of 
all banks, both state and national, in re- 
gional groups of from fifty to one hundred 
banks for the purpose of improving and 
making more effective use of the present 
system of state and national examinations. 
While there are doubtless large possibili- 
ties of improvement in these examinations, 
we believe that, aside from a few instances 
of exceptionally skillful dishonesty, and the 
special situation presented by chains of 
banks, successive examinations preceding 
failure have regularly disclosed an increas- 
ingly unsatisfactory condition. More imme- 
diate and effective use of the information 
secured through examinations is certainly 
not less important than improvements in the 
examinations themselves. 

To improve and make more effective use 
of the examinations, it is essential that ex- 
aminers should be assigned for a period of 
at least two to three years to the banks of 
a definite area, by the banking departments 
of the states, and that reports of examina- 
tions should be considered with the directors 
of the banks before they are forwarded to 
the office of the Bank Commissioner. These 
are two essential features of the clearing- 
house examination system, and to them much 
of its benefit may properly be attributed. A 
permanent examiner of the state banks, 
working with the cooperation of the na- 
tional examiners, with intimate knowledge 
of local conditions and personalities, would 
be in position to exert a potent influence, 
corrective of unsound banking policies. 

Under this territorial organization of gov- 
ernment examinations, much might be ac- 
complished even without a corresponding 
regional organization of the banks. But the 
benefit is small in comparison with that which 
may be anticipated if the examiner is sup- 
ported by the banks organized for this defi- 
nite purpose. The moral support thus af- 
forded would be a factor of large signifi- 
cance, and perhaps initially to attempt more 
would be inadvisable. The Commission be- 
lieves, however, again following clearing- 
house experience, that a carefully chosen 
committee of the regional organization 
should be authorized to receive representa- 
tions from the examiner regarding unsatis- 
factory conditions in a bank that have not 
been corrected at his suggestion by its offi- 
cers and directors. 

It is important to note the proposed 
organization would not assume the respon- 


sibility of excluding or of expelling any 
bank from the association. The exercise of 
such power implies some measure of respon- 
sibility for the solvency of the banks, a re- 
sponsibility which cannot be too explicitly 
disavowed. The public should understand 
that the organization includes all banks, the 
weak as well as the strong, and that its sole 
purpose is to bring about a gradual but per- 
manent improvement in banking standards, 
and by this means reduce the hazards to 
which the depositor is now exposed. 

The difficulties that may be anticipated in 
securing general assent among the bankers 
of a locality to enter a regional organization 
are by no means inconsiderable, and the 
Commission is, therefore, gratified to be 
able to report that in one instance these 
difficulties have already been surmounted. 
During the last few months the banks of 
eastern Nebraska have worked out the de- | 
tails and completed the organization of the 
Fremont District Credit Clearing House As- 
sociation, and it is sigttificant to note that, 
with a single exception, all of the seventy 
state banks of the area have become mem- 
bers, membership of national banks being 
temporarily deferred. An examiner has been 
assigned to the territory, who with the 
hearty approval of the State Bank Commis- 
sioner, is to cooperate with the Association 
to reduce losses and in general to improve 
banking standards and practice. The opera- 
tion of this pioneer organization will be 
watched with keen interest, since it may well 
prove to be the beginning of an improve- 
ment of vast consequence in the conduct of 
banking throughout the country. 


Summary of Conclusions 


HE conclusions of the Commission may 
be summarized as follows: 

1. A few banks fail on account of dis- 
honesty or gross mismanagement. 

2. Adverse conditions precipitate numer- 
ous failures of banks that are financially 
weak and unskillfully managed. 

3. An excessive number of banks is the 
most potent single cause of numerous fail- 
ures. This situation can be corrected in part 
by increased capital requirements, and more 
completely by the limitation of new charters 
to the needs of the community for additional 
banks. 

4. In view of the heavy responsibilities, 
both legal and moral, of bank directors, 
closer supervision by them is desirable in 
their own interest, and would serve to cor- 
rect much that leads to insolvency. It is 
recommended that the Association prepare 
standard forms for the analysis of the con- 
dition of banks and for the presentation of 
business to be brought to the attention of 
bank directors. 

5. While additional restrictive legislation 
covering loans and investments is not fa- 
vored, the more immediate enforcement of 
existing statutes is approved. 

6. The clearing house examination system 
has been in general highly advantageous, and 
its further growth is to be anticipated. 

7. As a plan, more feasible for immedi- 
ate and general adoption, the organization 
of local regional associations of banks for 
the purpose of supporting and securing the 
more effective use of the existing system of 
government examinations is strongly recom- 
mended. 
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The Fruits of Combined Capital 


By JAMES FRANCIS BURKE 


In America’s Genius for Combination Lies the Secret of Its 
Greatest Conquests. The Development of Our Great Industries 
Has Been Accomplished Through Aggregating the Funds of 
Many. The Change Has Brought an Industrial Revolution. 


HE American people are rapidly 
realizing the responsibilities of liv- 
ing in a billion dollar age, in a 
billion dollar country. 

To do justice to the subject, “The Fruits 
of Combined Capital,” in the presence of 
this distinguished audience composed of 
those who are primarily responsible for the 
accumulation of money and its intelligent 
investment is a task of imposing importance. 

From the days of the first depositories— 
the shrine of Diana at Ephesus and Apollo 
at Delphi—the banker has been the one out- 
standing receiver, guardian and investor of 
the world’s capital. 

I shall confine myself to present-day de- 
velopments, first, because our own lives are 
intimately interwoven with the story, and, 
second, because no period in history com- 
pares with it in daring and brilliancy of 
accomplishment. 

Gibbon declared that the few hundred 
years of the height of Roman Imperial 
power were the happiest of human days, 
and that the happiest men of all that period 
were the Roman bankers. 


Age Beyond Compare 


HETHER that statement, when writ- 

ten, was true or not, I know of no 
epoch in the story of man’s journey on earth 
that will compare with the one in which 
we are now living. 

It is the most ambitious, the most inven- 
tive, the most progressive, the most prac- 
tical and the most constructive age in the 
ebb and flow of centuries. 

It is solving more mysteries, revealing 
more secrets, lifting more loads from man’s 
back, giving more sustenance to man’s body, 
spreading more light across his pathway, 
bringing more beauty within range of his 
vision, more music within range of his ear, 
more friends within range of his voice, and 
adding more years to his span of life than 
any other age in history. It is building more 
abodes of learning, more templés of art, 
more shrines of religion, and more happy 
homes where kinsmen gather at the end of 
day than ever marked any period of time 
since the first sunbeam lighted up the morn- 
ing of creation. 

Combined capital has been an outstand- 
ing factor in this development. In fact, that 
one magic word “combination” has been re- 
sponsible for a multitude of the mightiest 
of latter-day achievements. 

And nowhere so strikingly as here in 

America. 
In discussing the results of combination 
it may not be amiss at the beginning to 
contrast the history of the old world and 
the new, to point a moral. 


The story of Europe has been a story of 
separation; a story of strife. It is a chron- 
icle of centuries of conflicts, a record of 
monotonous, never-ending discords. It has 
been marked by intermittent bloodshed and 
bankruptcy, where peace and _ prosperity 
might have prevailed instead. 

On the other hand, the crowning achieve- 
ment of America’s career lies in its glorious 
spirit of “get together.’ What might have 
been forty-eight conflicting provinces, each 
seeking the accomplishment of a separate 
selfish purpose, is today a single united re- 
public. 

In its genius for combination lies the. se- 
cret of its greatest conquests. Unity of pur- 
pose, unity of effort, and unity of forces 
have worked its political, social, scientific, 
industrial and commercial wonders. 

When thirteen colonies became one they 
expressed their faith in combination. In its 
first struggle for existence, that combination 
evolved new elements of strength essential 
to its endurance, and finally emerged from 
the fires of the Revolution a virile nation. 

At the end of three-quarters of a century, 
when a great fundamental question arose 
affecting the inherent character of its struc- 
ture and threatening its separation, it mar- 
shaled every force at its command, and the 
Union of States emerged from the conflict 
to illustrate anew the power of American 
combination. 

In 1898, on land and sea, she spoke again 
with singleness of purpose, while in 1917, 
when her sovereignty was challenged, she 
marshaled over-night the most formidable 
combination of men, money, machinery and 
moral forces that the world had ever wit- 
nessed. 

The result was a triumph for the higher 
humanities and the survival of the nobler 
purposes for which God had created His chil- 
dren and for the promotion of which He 
gave birth to this nation. 

And now let us consider some of the re- 
sults of the combination of her financial 
forces, commonly known as “Big Business.” 

Since most of the discussion heretofore 
devoted to big business has come from critics 
in private life who abhor all forms of com- 
bined wealth, and those opponents in public 
life who see only evil consequences in all 
combinations of capital, it is a distinct privi- 
lege to discuss this subject in a new light in 
this distinguished presence. 


Debt to Individual 
Genius 


N attributing to combined capital its fair 
share of credit, I have no desire to over- 
look the physical and intellectual achieve- 
ments of those whose genius and industry 
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have created inventions and wrought accom- 
plishments amid scenes of poverty, nor to be- 
little the initiative, the never-ending perse- 
verance and success of individuals who 
dreamed and toiled and conquered alone. 

Nor, on the other hand, shall I defend 
those excesses and abuses which marked the 
administration of many large combinations 
of capital during the closing years of the 
last century. 

While those abuses might be forgotten in 
the ordinary processes of time, their mem- 


_ory is kept green by the survival of those 


drastic penal statutes impulsively enacted at 
that time, to bring them under control. 

Statutes so rigid in their terms and so un- 
just in their class discrimination that they 
will continue to cripple American commerce 
as long as they remain an unaltered chapter 
of our system of jurisprudence. 

And yet it is to the distinct credit of Ameri- 
can genius and enterprise that even in the 
garb of a legal straight-jacket, capital has 
associated itself together in many large units 
during the last thirty years, with the result 
that untold benefits have followed their crea- 
tion. 

What single individuals never could have 
done; what small combinations of capital 
would have been impotent to accomplish, 
these larger agencies have brought about 
with such an ease and on such a scale as 
to arouse the wonder of the world. 

In many instances single control over 
every factor from the raw material in the 
hills to the finished product at the door of 
the ultimate consumer, has resulted in 
economies and improvements unsurpassed 
in any other country. 


Insurance Combines Capital 


FTER the banker's initial accomplish- 

ment in accumulating capital and apply- 
ing it to the promotion of large enterprises, 
one of the most formidable agencies .in the 
encouragement of thrift and bringing vast 
sums of money together, has been the in- 
surance companies of America, whose as- 
sets at this hour aggregate approximately 
$15,000,000,000 dollars. 

It requires no genius to detail the count- 
less blessings flowing from the financial 
forces centered in the insurance world, the 
thrift they have inspired, the want and suf- 
fering they have averted, the bereavements 
they have made lighter to bear, and the 
mighty part they have played in the building 
of America. 

From the stretching of railroads across 
the continent to the building of towns and 
cities beyond the western reserve, the story 
of capital, wisely furnished, is one in which 
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every insurance executive in America should 
evince a pride. 

As money should be loved or hated for 
the things it does; condemned when it 
crushes and praised when it lifts our burden, 
no agency through which money has been 
combined and invested has wrought more 
wholesome results than American insurance. 
A dollar in the hour of adversity has a 
value all its own. 

Insurance is the one investment in which 
we are building for tomorrow, and that in 
itself is a mighty mainspring in human 
achievement. 


Building for Tomorrow 


HEN Caecus built the Appian Way 

and advanced Roman civilization to the 

zenith of its glory, he builded for tomorrow. 

When Pericles found Athens a city of 

mud and left it a city of marble he builded 
for tomorrow. 

When Columbus defied the hardships of 
storm and sea and planted the cross on 
American soil he builded for tomorrow. 

When Washington laid the cornerstone of 
this Republic and Lincoln struck the chains 
of bondage from four million human beings, 
and laid broader and deeper than ever before 
the foundation of the Republic, they builded 
for tomorrow. 

And so, I repeat, the millions of people 
who are constantly contributing to the com- 
bined capital of the insurance companies of 
this country, are building for tomorrow. 


Developing the Railroads 


NOTHER channel through which com- 
bined capital has wrought wonders is 
found in the great railroad systems that 
unite Northern Lake and Southern Gulf and 
Eastern and Western Sea. 

What that great network of transporta- 
tion has done for America in time of peace 
and for the whole world in time of war 
needs no recounting here. 

Had we depended upon small units of 
capital and separate ownerships, a thousand 
jerkwater railroads with different schedules 
and different rates would still be handicap- 
ping American business. 

The trunk line would be unknown and 
the luxurious express that plunges up and 
down the continent at lightning speed by 
night and day would he a dream of some- 
thing yet to come. 

But combinations of capital and courage 
have knitted the Republic together with 
threads of steel, to the end that our social, 
industrial and political activities and aspira- 
tions have been woven into a fabric finer 
and more formidable than the world ever 
knew before. 

Trains carry passengers North and South 
for 1500 miles, and East and West over 
2300 miles in unbroken journeys, while one 
can travel 3200 miles across the continent 
with but a single change of cars. 

It is a wide gap between the Chinese 
coolie’s wages of ten cents per day and the 
American railroad worker’s wage of seven 
to twelve dolllars per day, but it emphasizes 
the paradox when the high rate per ton mile 
for goods carried on the coolie’s back is 
compared with the American freight charge 
of approximately a cent a mile. 

In a word, America pays the highest 
transportation. wages in the world and 


charges the lowest rate of service in the 
world. 

The fundamental difference is that back 
of the coolie there is no accumulated capi- 
tal, while behind every American railroad 
man there is at least $25,000,000,000 of in- 
vested capital. 

The Pennsylvania Railroad alone origi- 
nally consisted of more than 600 separate 
corporations. 

They are now reduced and under control 
of the parent company, a three billion dollar 
corporate combination of American capital. 

It is today spending millions of dollars 
in research work and the installation of im- 
proved instrumentalities, in order to keep 
pace with the exacting demands of the pub- 
lic in this golden age of speed and comfort 
in transportation. 

Such is but one illustration of many in 
which the railroad world is substituting for 
the old spirit of selfishness the new spirit of 
service. 


More Modern Public Utilities 


S to public utilities of more recent origin, 
twenty-five years ago the average light, 

heat and power and traction company was a 
financial cripple, an inefficient public ser- 
vant, a handicap to the community and a 
perpetual football of a low order of politics. 

Every demagogue who ran short of a 
meritorious appeal to his constituents in- 
voked what gradually became a threadbare 
attack upon these public service corpora- 
tions. 

Combined capital finally came to their 
rescue, discarded their archaic equipment, 
eliminated their provincial policies, and sub- 
stituted enlightened business management 
in their stead. 

Holding companies came to the aid of 
single units. 

They next merged separate local proper- 
ties in the same community under a higher 
class management. 

They next combined many companies 
spread over a broad area eliminating useless 
and costly duplications of equipment and 
service, furnishing wider financing possi- 
bilities and increasing the stability of se- 
curities in such a manner as to inspire will- 
ing and widespread public investment. 

As the virtues of this new era in manage- 
ment became apparent many community- 
owned plants, realizing the folly of their 
continuance at enormous cost to the public, 
were gradually sold to the more scientifically 
conducted business enterprises. 

During the last year alone more than 100 
plants in the United States were sold by 
municipalities to enterprising, well man- 
aged public utilities corporations. 

An impressive lesson is taught when we 
contrast the beneficent results of these com- 
binations in the United States with the con- 
ditions that prevail in England in the electric 
world. 


Contrast an Object Lesson 


igs London alone there are about 110 elec- 
tric light plants, hardly any two of which 
operate with the same voltage or frequency. 
Each has its franchise in a particular ward 
within the limits of London in which it 
operates. The public uses electric appli- 
ances to a minimum degree, because different 
sections require not only different voltages, 
but different appliances. 
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Each of these companies has small capital, 
a small plant, and generates a small volume 
of power, making the service cost to the 
public many times greater than that in the 
United States. 

It is strange, indeed, that a people whose 
commerce has circled the world should per- 
sist in paying all the penalties of poor ser- 
vice at high cost for lack of combinations 
of capital in the manufacture and distribu- 
tion of light, heat and power in the Capital 
of the British Empire. 

In striking contrast with this, our Ameri- 
can combinations of capital have brought 
about the correction of abuses, the institution 
of economies and the perfection of efficien- 
cies that never before marked the public 
service. 


Capital and Holding 
Companies 


UCH of this is due to the recent de- 

velopment of holding companies. In 
fact, holding companies have created a new 
profession, devoted solely to the creating 
and directing of these great enterprises with 
all their varied activities from the invest- 
ment in their securities to their mechanical 
equipment and the last detail of their man- 
agement. 

Those comprising that profession have a 
dual duty. They are in the very highest 
sense both private trustees and public ser- 
vants, whose duties bring them in touch with 
the people every hour of the day and night, 
as the mighty engines and agencies under 
their command dispel darkness and keep the 
world in motion. 

This, of course, reminds us that while 
combinations of capital are a potent factor, 
they are not the dominant feature in their 
conduct. Vast capital is essential to their 
creation and their continuance, but, after all, 
the brain and hand of God’s geniuses are 
entitled to the higher degree of credit. 
Brain, and not wealth, will always be the 
greatest dynamic force in America’s devel- 
opment. 

In proof of this I point to the executive 
heads of the leading corporations of this 
country, and I defy you to point to a single 
one who holds his post merely because of 
his wealth and not because of his ability. 

They regard themselves as trustees of the 
millions of Americans whose investments 
they represent and the public whose inter- 
ests they serve. 

And what are these investments? 

Some conception of their extent may be 
had from the fact that the total capital 
stock of corporations in this country at the 
present time is approximately $80,000,000,- 
000, distributed among nearly 20,000,000 
stockholders. 

This number is multiplied when we real- 
ize that our insurance companies own over 
$2,000,000,000 in railway bonds, and these 
companies in turn represent the equity of 
approximately 50,000,000 policy holders. 


Combined Capital’s Out- 
standing Leaders 


OTH the modern tendency toward 
large aggregations of capital and the 
distribution of stock ownership among vast 
numbers of people is found in eight of the 
hundreds of thousands of corporations at 
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present conducting the great bulk of Ameri- 
can business. Let me call the roll: 


Corporation Stockholders Capital 


American Telephone 
and Telegraph.... 362,179 $1,064,327,800 
U. S. Steel Corpora- 


tiON: 166,350 —1,071,904,600 
Pennsylvania Rail- 

roatl. 141,504 499,265,700 
Cities Service Co.... 109,374 192,000,000 
Southern California 

Edison 100,687 121,565,475 
Standard Oil Co. of 

New Jersey....... 81,000 24,145,219 
General Motors Co.. 86,000 176,085,000 
U. S. Rubber Co.,.. 26,898 146,110,000 


All this proves that America’s great en- 
terprises today are owned not by the few 
but by the citizenship of the nation. 


Oil Industry Development 


STRIKING illustration of the necessity 

for combined capital in modern business 
is found in the great petroleum companies 
that pierce the breast of a thousand fields 
from Northern Star to Southern Cross; 
whose product lubricates the millions of ma- 
chines that move the world; that fires the 
furnace, heats the home and lights the 
Pagoda in far away Cathay and the tent in 
the distant jungle. 

I was born where the fire flag lighted up 
the night in the oil fields of western Penn- 
sylvania. - 

I have followed petroleum’s romantic 
journey from the headwaters of the Alle- 
gheny to the sunkissed sands of the Golden 
Gate. I have followed it into the jungles of 
the tropics, across the sands of the desert, 
and again to those Russian hills in whose 
bosom lies the wealth of Golconda. 

As a consequence I am convinced that the 
world could not move at its present rate of 
speed in travel and industrial accomplish- 
ment were it not for the marvelous accom- 
plishments of combined capital in that field 
of world-wide activity. 

In the early days when development de- 
pended upon the energy and capital of in- 
dividuals, two dry holes in a wildcat terri- 
tory spelled disaster for the individual and 
frequently ended for years the development 
of all adjacent territory. 

Had that precarious method of develop- 
ment continued the world wou!d be dark for 
want of illumination and its bearings would 
be burned out for lack of lubrication. 

Fifteen years ago our oil business was ap- 
praised at $2,750,000,000, while today it ex- 
ceeds $8,000,000,000. 

When I was a boy a lease could be ac- 
quired, a rig equipped and a well drilled for 
2,000. In 1925, to drill the average well in 
California cost $87,000, while the average for 
all other parts of the country was $24,000. 
And yet the cost of drilling is but a single 
item in the mighty aggregate of oil invest- 
ment today. 


In South America 


en of oil deposits in the 
northern sections of South America 
have required greater combinations of capi- 
tal than ever for their development. 

Tropical climate, lack of organized trans- 
portation, and political instability have all 
added their burdens. 


The development of these fields has in- 
volved the construction of transportation 
systems through tropical jungles and the de- 
livery of equipment from distant bases on 
the seacoast. There is the problem of labor, 
which meafis the importation of technical 
and mechanical experts into strange climates, 
and ultimately the training of native work- 
ers to mew tasks. Next came the grave 
problems involving sanitary conditions in 
tropical countries, in which disease and death 
are often the price of success. While an 
ordinary single field in the United States 
could be developed and its product marketed 
with ease in six months, it has required six 
years to develop some of the fields in South 
and Central America, and frequently in ex- 
cess of $25,000,000 and in some countries 
double that amount to develop a field and 
bring its product to the market. 

The development of a single field in Co- 
lombia and the construction of a pipe line 
to tide water by a subsidiary of the Stand- 
ard Oil Company of New Jersey required 
an expenditure of $45,000,000 before exports 
of oil were possible. 

All this forms another chapter of achieve- 
ment to the everlasting credit of combined 
capital without which many sections of the 
world now prosperous would still be im- 
poverished frontiers. 

Supplying manufactured gas to the public 
efficiently is requiring the investment of 
hundreds of millions of dollars annually 
while its volume of business has increased 
32 per cent in the last five years. 

As a conseqtience of combined capital, 
America’s leading gas corporations are ex- 
pending $6,000,000 annually in research 
work, every dollar of which is bearing fruit 
in the form of continuously added uses and 
reduced cost to the American consumer. 


The Story of Steel 


lhe story of steel is another illustration 
of the beneficent fruits of combined 
capital. 

With the birth of the twentieth century 
the real possibilities of the steel industry 
were revealed in the dreams of those 
geniuses who saw in the distance the virtue 
of single control of all the operations from 
the mining of the ore to its: smelting into 
iron, and the conversion of iron into steel 
and steel products—one continuous opera- 
tion performed under the direction of a sin- 
gle organization, eliminating the waste in- 
cident to the process when performed by a 
large number of different organizations each 
under a separate management. 

The constant development of new methods 
required costly changes from year to year, 
in order to keep pace with the rapid progress 
in the art of steel making. All this involved 
enormously increased capital and the neces- 
sity for a great organization controlling 
vast resources and the power to administer 
those resources in such a manner as to ad- 
vance the industry as a whole. 

The rise of the steel industry from that 
day to this borders on romance. 

In its first twenty-five years the United 
States Steel Corporation did an aggregate 
gross business of $23,441,000,000. 

At the same time it has encouraged the 
spirit of cooperation through employee own- 
ership of its stock. At the close of 1925, 
employees numbering 47,647 owned 164,000 
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shares of preferred and 502,000 shares of 
its common stock. 

In 1906 it inaugurated its safety, sanita- 
tion and welfare campaign to protect its 
workmen from injury or death, and to 
master the best methods in science, economy 
and sociology, in order to promote the 
health, comfort and efficiency of its em- 
ployees and their families. 

As a result, in 1925 serious accidents were 
60 per cent less than in 1906, and disabling 
accidents were 80 per cent less than in 1912. 
In other words, 47,000 men were saved from 
serious injury and 322,000 men saved from 
any injury which would have resulted in loss 
of time. 

The corporation has: also established com- 
munities, schools, clubs, educational facili- 
ties, playgrounds, and other conyeniences 
and benefits. for its workers and their fami- 
lies during the last 13 years at a. cost of 
$160,000,000. ‘ 


Introducing Aluminum 


HEN the Aiuminum -Company of 

America was incorporated jn 1888, 
aluminum was a laboratory metal of scien- 
tific interest only, with its uses unknown to 
industry, while its cost of $8 per pound de- 
prived it of, commercial value. 

As a result of its never ending: persever- 
ance and the courageous combination and ad- 
ditional investment of capital. through many 
years of adversity; this company has intro- 
duced aluminum to the world, discovered uses 
for it in practically eyery industry ,and has 
reduced its cost 3200 per cent to<27 cents 


_ per pound. 


The research work in which the company 
engages from year to year averages approxi- 
mately three-quarters of a million dollars. 

Beginning in 1888, with an investment of 
$20,000, with a daily output of a few pounds, 
in a small plant employing five people, it 
has today a combined capital investment of 
$150,000,000, with a capacity for 70,000,000 
pounds per year and employs 20,000 people. 


The Electric World 


NOTHER conspicuous contribution of 

combined capital to the health, comfort 

and convenience of mankind is found in the 
electric industry. 

Take the history of the Mazda lamp alone. 

In 1879, after searching the world and 
testing 3000 different materials, Edison pro- 
duced the first incandescent electric light by 
means of a carbon filament. 

The General Electric’s development of the 
Mazda lamp in seventeen years has added 
600. per cent efficiency to scientific lighting. 

Without the Mazda lamp it would have 
cost two billion dollars to have produced the 
amount of light the American people used in 
1920. Instead, the total cost was only $500,- 
000,000, with the gap growing wider and the 
saving greater as each year goes by. 

During the war the Mazda lamp turned 
night into day, and if the country in that 
emergency had depended upon the lamps 
used, even as late as 1911, it would have re- 
quired an additional investment in equip- 
ment of $3,500,000,000 to supply the same 
amount of light. 

In fact, it would have been impossible to 
have obtained this amount of equipment in 

(Continued on page 429) 
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Within the Law 


By SILAS H. STRAWN 


President of the American Bar Association 


In Rendering All the Service That Business Now Demands 
the Banker Must Keep within Legal Bounds. 
Herrick Case in Which a Verdict for $10,535,000 Against 
Bankers Was Reversed. The Dangers Accommodation Led to. 


T was in the brain of Alexander Ham- 

ilton that the idea of a national bank 

originated. The purpose of the bank, 

as conceived by Hamilton, was to unite 
the interests of the moneyed classes in the 
support of the government credit, which at 
that time was in a bad way. Although the 
present system of national banks avoids the 
danger of extreme centralization in a single 
institution, which was the objection to the 
first bank, the policy of national banking 
and the general principles upon which our 
present banking system are based were de- 
vised by Hamilton and contained in his now 
famous report to the Congress, dated Dec. 
13, 1790. 

Those of you who have read the often 
quoted opinion of Chief Justice Marshall 
in M’Culloch v. Maryland know that the 
great judge followed the same line of rea- 
soning as did Hamilton in sustaining the 
power of the Congress under the Constitu- 
tion to authorize the incorporation of a bank. 
It was in M’Culloch against Maryland that 
Chief Justice Marshall said: 

“The Government of the United States, then, 
though limited in its powers, is supreme; and its 
laws when made in pursuance of the Constitution 
form the supreme law of the land, ‘anything in the 
Constitution or laws of any state to the contrary 
notwithstanding.’ 

“Among the enumerated powers we do not find 
that of establishing a bank or creating a corpora- 
tion. But there is no phrase in the instrument 
which, like the Articles of Confederation, excludes 
incidental or implied powers; and which requires 
that everything granted shall be expressly and mi- 
nutely described. 

“The government, which has a right to do an 
act, and has imposed on it the duty of perform- 
ing that act, must, according to the dictates of rea- 
son, be allowed to select the means; and those who 
contend that it may not select any appropriate 
means, that one particular mode of effecting the 
object is excepted, take upon themselves the bur- 
den of establishing that exception. ae 

“Let the end be legitimate, let it be within the 
scope of the Constitution and all the means which 
are appropriate, which are plainly adapted to that 
end, which are not prohibited, but consist with the 
— and spirit of the Constitution, are constitu- 
tional. 

“After the most deliberate consideration, it is 
the unanimous and decided opinion of this court 
that the act to incorporate the bank of the United 
States is a law made in pursuance of the Consti- 


tution and is a part of the supreme law of the 
land.” 


Then Financial Chaos 


HEN the charter of the first bank 

expired, Congress refused to renew 
it, and the first United States Bank, or- 
ganized on the plari of Hamilton, went 
out of existence on March 3, 1811. Then 
ensued financial chaos until 1816, when the 
charter of the second bank, closely resem- 
pling the first, became a law. 

In his first message to Congress on Dec. 
8, 1829, President Jackson expressed doubt 
as to the constitutionality of the bank and 
the soundness of its notes. President Jack- 


son’s hostility toward the bank was said 
to be based on the “widespread belief that 
the bank was unconstitutional, the hostility 
of the states, the opposition of the state 
banks, the rise of democracy and the envy 
and hatred which the poor always feel for 
the rich.” Thus the second bank failed to 
obtain an extension of its charter. 

From 1836 to 1863 many kinds of bank- 
ing systems were attempted, but none proved 
satisfactory, due to the lack of uniformity 
in bank notes, the failure adequately to pro- 
tect them and the absence of any effective 
governmental control. Thus, after much 
discussion, the act creating a national bank- 
ing system became a law on Feb. 25, 1863. 
Later it was completely revised and passed 
again on June 3, 1864. 

This act gave the country a system which 
promoted confidence and security, but it was 
weak in its ability to meet seasonal credit 
demands and in the immobility of reserves. 
The extent and seriousness of these weak- 
nesses were realized in the panic of 1907. 
As far back as 1894 the American Bankers 
Association had proposed plans which would 
give to the country a more elastic currency 
and credit system, but it was not until the 
panic of 1907 that the Congress was awak- 
ened to the necessity of action which finally 
resulted in the passage of the Federal Re- 
serve Act. And now, due largely to the 
intelligent and persistent efforts of this As- 
sociation, and especially to the indefatigable 
industry, tact and ability of its President, 
banking has the greater freedom and power 
granted by the McFadden-Pepper Act. 

I take it to be the purpose of the Ameri- 
can Bankers Association to develop and im- 
prove the banking systems of our country; 
to endeavor to bring about the adoption and 
enforcement of wise and just laws respect- 
ing banks and banking; to educate bankers 
how to conduct their banks so as best to 
serve the interests of their stockholders and 
to furnish to the people necessary and de- 
pendable facilities for doing business. 


Range of Activity Increases 


HE banker’s range of activity is in- 

creasing constantly. Almost every day 
he opens some new department, so that now 
bankers not only have commercial and sav- 
ings banks, but they execute trusts, ad- 
minister estates, act as fiscal agents, deal 
in securities and real estate loans, form se- 
curity companies, are interested in invest- 
ment trusts and in many other activities 
incidental to their principal business. Not 
only must the banker be familiar with the 
general principles appertaining to the busi- 
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ness of his many clients, but he must also 
know something of every kind of business 
and industry, and he must know the relation 
of different lines of business and industry 
to each other. He must be a business 
pathologist, able not only to diagnose the 
troubles of his clients or patrons, but also 
to apply a remedy, sometimes internal and 
sometimes external. He must be a busi- 
ness osteopath, with a touch soft enough 
to manipulate delicate situations, yet with 
a grasp of sufficient vigor to force a dis- 
jointed or dislocated vertebrze or limb back 
into place. Finally he must be a business 
coroner, capable of directing an accurate 
verdict by a jury, sitting upon the corpse, 
and the best final disposition of the re- 
mains. 

In doing all these things, the banker al- 
ways must keep within the law, for he is 
an ever shining mark for attack, just or 
unjust, friendly or malicious. 

In some minds a bank means a cache for 
predatory wealth and, therefore, is a legiti- 
mate subject for loot. They do not realize 
that a bank is but an instrumentality for 
handling and making liquid other people’s 
money. Too few of our citizens understand 
that every man and every woman, whether 
worker or shirker, rich or poor, is directly 
dependent upon capital. Capital is only an- 
other name for savings. We are all capi- 
talists to a greater or less extent as we or 
our ancestors have accumulated savings. 

Many bankers out of their daily experi- 
ence could furnish the material for stories 
more thrilling than any conceived in the 
romances of our writers of fiction. 

I have thought it might be of interest, and 
perhaps to some a helpful warning, if I 
refer to a few of the cases involving banks 
which have come before the courts in the 
past few years. 

The case of Willett vs. Herrick, decided 
by the Supreme Court of Massachusetts on 
March 9, last, is one which has attracted 
the attention of bankers throughout the 
country. The suit was brought to recover 
from a group of bankers damages alleged 
to have been sustained because the bankers, 
it was charged, had entered into a conspir- 
acy to deprive the plaintiffs of their prop- 
erty by taking it over in the capacity of 
trustees as security for debts and thereafter 
converting it to their own use. 


Trial Lasted 185 Days 


A= a trial lasting over a period of 
185 days, the jury found that a con- 
spiracy existed and returned a verdict against 
the bankers for $10,535,000. 
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The Supreme Court of Massachusetts re- 
versed the judgment of the trial court and 
held there could be no recovery because the 
plaintiffs had signed certain releases with full 
knowledge of their contents. A petition for 
a writ of certiorari has been filed in the 
Supreme Court of the United States on the 
ground that the plaintiffs are deprived of 
their property without “due process of law” 
and the “equal protection of the laws” guar- 
anteed by the Fourteenth Amendment to the 
Federal Constitution. The petition concludes 
with a novel proposition which I quote: 


‘National Banks were created for supplying the 
public need of funds and banking facilities and for 
this purpose were endowed with privileges which 
include the quasi-sovereign power of issuing bills 
which, in fact, are current as money throughout 
the country. The spirit of this act is grossly 
violated by the a terms of the trans- 
action of Tuly 29 and the vicious use by the de- 
fendants of their power to get the plaintiff’s cor- 

rations for very little of their value finds no 
justification in the exaction of interest at the rate 
of 27.6 per cent a year for the perfectly safe loans 
made by the banks. There is nothing more odious 
than judicial favoritism arid when, as in the pres- 
ent case, such discrimination has been exercised in 
favor of bankers, it is as offensive to the Four- 
teenth Amendment as would be legislative discrimi- 
nation against them.” 

I cite this case to indicate the risk the 
banker may assume in liquidating a failing 


business. 


The Dangers of Accom- 
modating 


N interesting case on how easy it is 
for a banker to be exposed to large 
liability simply by accommodating a friend 
in a transaction out of which there was 
no chance for the banker to make a cent, is 
that of Golden vs. Cervenka—The officers 
and directors of a National Bank determined 
to reorganize the bank as a state bank, with 
the avowed purpose of acquiring banking 
powers then denied to national banks. There 
were no statutory provisions enabling the 
reorganization of a national bank into a 
state bank. The plan adopted was the or- 
ganization of a state bank having the same 
capital and surplus as the national bank, 
$1,250,000; issuing stock to the same share- 
holders in the same proportion, and having 
the same directors, officers and organization 
in every particular as the national bank. 
Under Illinois law, it was necessary to 
have paid in, in cash, the entire capital and 
surplus, with which the bank proposed to 
commence business. To meet this require- 
ment, the following program was carried 
out: All the stock of the state bank was sub- 
scribed by twenty-one individuals. Ten per- 
sons among whom were some of the sub- 
scribers, executed their several promissory 
notes, each for $125,000, payable to the Na- 
tional Bank. These notes were not ex- 
pected to be paid. The amounts, however, 
were placed to the credit of the makers, each 
of whom then gave his check for the same 
amount to the bank, which placed the ag- 
gregate amount of these checks to the credit 
of the proposed new state bank. Then the 
president of the national bank called upon 
the president of another bank, which for 
the purpose of this narrative I shall call 
the “accommodating bank,” and told him he 
would want an amount of money equal to 
the capital and surplus of the new bank, to 
be counted by the State Auditor, in com- 
pliance with the requirement of the Illinois 
law, and that the new bank did not have 
that much money. He asked if the president 


of the accommodating bank would furnish 
the money on a cashier’s check of the 
liquidating National Bank. The president 
of the disinterested accommodating bank 
agreed to do so. A check for $1,250,000 was 
drawn on the stock account of the new bank 
in favor of the old National Bank, which 
was accepted by the. national bank and a 
cashier’s check of the national bank was 
then issued in the same amount, payable to 
the accommodating bank. After the state 
auditor had been furnished with affidavits of 
nine directors of the new state bank that the 
new bank had in its possession $1,250,000 in 
cash, the president of the old national bank 
and who was to have the same position in 
the new state bank, went with the auditor 
to the accommodating bank and there pre- 
sented to the cashier the cashier’s check 
payable to the accommodating bank in the 
amount of $1,250,000. The cashier delivered 
$1,250,000 in cash, which was counted by the 
state auditor in the office of the accommo- 
dating bank. The money having been 
counted, it was handed back to the cashier 
of the accommodating bank, who returned 
the cashier’s check issued to the accommo- 
dating bank. Thereafter, the assets of the 
national bank were transferred to the state 
bank and stock in the state bank issued to 
the stockholders of the national bank. 

Two years later the state bank being in- 
solvent a receiver was appointed. The re- 
ceiver sought to impose on the accommodat- 
ing bank liability for having temporarily 
furnished the capital to qualify the new bank 
to do business. As a protection to the pub- 
lic, the law required the capital and surplus 
to be paid in in cash before the bank com- 
menced business. 

The court held that the creditors could 
hold the accommodating bank liable to the 
creditors, but not to the stockholders of the 
insolvent bank, for participating in the mis- 
representation that the capital and surplus 
of the state bank had been paid for in cash, 
thus leading to the issuance of a certificate 
by the state auditor permitting the state 
‘bank to commence business, the amount of 
the recovery being the difference between 
the capital stock of $1,250,000 and the ac- 
tual value of the assets of the national bank 
at the time they were transferred to the new 
state bank. 

The case is a warning that banks may not 
accommodate other banks, undergoing re- 
organization in the manner described, with 
safety, in reliance upon the book value of the 
assets of the bank undergoing reorganiza- 
tion. 


Directors’ Liability 


N important consideration, especially for 

those directors who are not actively en- 

gaged in conducting a bank, is that of a di- 
rector’s liability. 

Bank directors, like the directors of other 
corporations, owe a duty to creditors and 
stockholders to exercise care and diligence 
in managing the affairs of the corporation, 
and, owing such a duty, may be liable for 
loss sustained by creditors and stockholders 
resulting from their neglect of ‘that duty. 

The degree of care required by a direc- 
tor of a corporation depends upon all the 
circumstances of his office. The courts uni- 
formly have held that each case is to be de- 
termined in view of all the surrounding cir- 
cumstances. Due to the requirements of the 
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National Bank Act, the oath of office, etc., 
and in the case of state banks provisions of 
state statutes requiring quarterly examina- 
tion by the directors of the affairs of the 
bank, etc., and also to the fact that a bank 
is a depository for funds of individuals who 
place trusts in the bank, a bank director is 
put on notice that a higher degree of care is 
required of him than of directors of other 
corporations. Certain decisions have com- 
mented on the fact that an especially high 
degree of care and diligence is demanded of 
directors of a savings bank. 

Three leading cases on the subject are 
Briggs vs. Spaulding, 141 U. S. 132; Bower- 
man vs. Hamner, 250 U. S. 504; and Wal- 
lach vs. Billings. In the last named case 
certain stockholders of an insolvent national 
bank brought suit against a director alleging 
that funds and property had been lost by 
reason of the negligence of the director in 
failing to perform his duties as such. The 
bill charged that the director of the bank 
from 1892 until its failure in 1905 paid little 
attention to its business during the first nine 
years of that period and that after 1901 he 
neither attended any directors’ meetings nor 
made any inquiry into the condition of the 
bank, and that in the year 1901 he had en- 
tered into an agreement with the president 
of the bank which provided that so long as 
he was a director he would exercise no 
supervision over its business or affairs. 

The court, in affirming the judgment of 
the lower court sustaining the demurrer and 
dismissing the suit, regarded as important 
the fact that the accused director was a 
non-resident, but relied in its decision on 
the further fact that the allegations of the 
bill failed to show that the loss to the bank 
was the proximate result of the director’s 
neglect of his duty as a director, and also 
on the fact that the bill was a bill filed on 
behalf of stockholders (not creditors) who, 
over a period of years could have easily dis- 
covered for themselves the condition of the 
bank. On that subject the court said: 


Stockholders Have Duties 


“The stockholders have something else to do 
besides drawing dividends. By the action of 
Walsh, extending over a series of years, the com- 
plainants in this case as stockholders of the bank 
were during that time rendered liable to the de- 
positors and creditors of the bank. * * * They 
are complaining of the very things which they 
should have inquired about and had knowledge of 
and which they acquiesced in for a series of years. 
They are the ones who participated in the election 
of the board of directors dominated by Walsh, who, 
in turn, elected Walsh president and turned the 
management of the bank over to him.” 


Had the bill been brought by creditors 
and not by stockholders, the negligent di- 
rector might have been held liable. 

In the Bowerman vs. Hamner case, suit 
was brought by a receiver against the former 
executive officers and directors, to obtain an 
accounting and decree for money lost by the 
alleged unlawful and negligent management 
of the affairs of the bank. 

Bowerman was the largest stockholder in 
the bank save one. He was a director dur- 
ing the five years of the bank’s existence, 
but never attended a directors’ meeting. He 
sought to excuse this conduct on the ground 
that he lived 200 miles from the bank and 
communication was difficult. The evidence 
showed that Bowerman, although a banker 
of ability who was influential and trusted in 
the community, paid no attention to the man- 
agement of the bank during the time he 
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was a director. The bill charged the negli- 
gence of the defendant, and this allegation 
was sustained by evidence introduced at the 
trial. The court said in its opinion: 

“Bowerman was a banker, and the letter, from 
which we have quoted, written to the president of 
the bank which failed, shows he so understood the 
business of banking and what was necessary for 
the safe conduct of it that even slight care on his 
part in the discharge of his duty as a director 
must have discovered and arrested what he him- 
self characterized as a hazardous manner of con- 
ducting its affairs. 

“He was a man of such importance and reputa- 
tion that the use of his name must have con- 
tributed td securing the confidence of the commu- 
nity and of depositors for the bank, and it would 
be a reproach to the law to permit his residence at 
a distance from the location of the bank, a condi- 
tion which existed from the time he first assumed 
the office ‘of director, to serve as an excuse for 
his utter ‘abdication his common-law _responsi- 
bility for ‘the conduct of its ‘affairs and for the 
flagrant violation of his oath -of office when it re- 
sulted in Joss to others.” 


The Power of Attorney 


A RECENT case on the banker’s liability 
for ‘deposits of a fiduciary is that of 
Empire Trust Company vs. Cahan. The 
respondent having bank accounts with two 
banks in*New York City, gave to his son 
power of attorney to draw checks upon them, 
with no qualification as to the purposes for 
which the checks might be drawn. The son 
drew checks signed with his father’s name 
by himself as attorney, against the two ac- 
counts, payable to his own order, and de- 
posited them to his private account with the 
Empire Trust Company. The checks were 
certified by the drawee banks. The son 
drew out the funds from his personal ac- 
count and applied them to his own use. 

The District Court of the United States 
held that the form of the checks gave suf- 
ficient notice to the Empire Trust Company 
to hold it liable for the conversion of funds 
of the father deposited with it. The Cir- 
cuit Court of Appeals sustained the District 
Court. The Supreme Court reversed the 
lower courts, holding that the rule applied 
by the court below was too strict a rule for 
an ordinary business transaction. Mr. Jus- 
tice Holmes in the opinion points out the 
fact that the power of attorney was general ; 
that the parties were father and son and that 
the father was careless in not discovering 
the misappropriation for almost three years. 

From a practical standpoint cases of this 
sort raise a question of business policy, 
whether it is desirable on the basis of the 
facts known to the bank to investigate the 
conduct of the depositor. The bank might 
make inquiry of the depositor, but such in- 
quiry might naturally be regarded by the 
depositor as officious and insulting, and in 
most cases if the depositor were, in fact, 
acting wrongfully, his answers would be 
false and of no avail in preventing breach 
of trust. Therefore, it would seem to be 
almost impossible practically for banks to 
make any real investigation of the circum- 
stances before deposits are received. 

Although in most states a bank is prob- 
ably safe in accepting checks of a fiduciary 
and depositing them to the credit of his per- 
sonal account, yet there may be circum- 
stances other than that disclosed by the 
checks themselves which would make the 
banker liable to the principal. 

In a New York case it was held that 
where an executor drew checks on the ac- 
count of the estate to his own order and 
deposited them in his personal account with 


the bank and thereafter paid off a part of 
his personal note to the bank with the funds 
from his personal account, the court held 
that although the bank could rely on the 
presumption that the executor’s action in 
depositing trust funds in his personal ac- 
count was proper, nevertheless it was 
charged with notice of the impropriety of all 
such deposits after the payment by the 
executor of his own debt to the bank out of 
trust funds. 

The Uniform Fiduciary’s Act, adopted in 
several states, for which the American 
Bankers Association was largely responsi- 
ble, solves the problem on the side of non- 
liability. 


When Drawer and Payee 
Are the Same 


RECENT case of much interest on the 

proposition that if the drawer and drawee 
of a check are the same, the drawer cannot 
recover for an overpayment to an innocent 
payer, because he is bound to know his own 
checks, is that of the United States against 
the National Exchange Bank of Baltimore, 
decided by the Supreme Court of the United 
States on April 12, 1926. That was a suit 
brought by the United States to recover the 
difference between the amount to which a 
check paid by it had been fraudulently raised 
and the amount for which the check was 
drawn. 

A disbursing clerk drew a United States 
Veterans’ Bureau check upon the Treasury 
of the United States in favor of one Beck 
for $47.50. After its issue, the check was 
changed so as to call for $4,750. Beck in- 
dorsed it to a bank of South Carolina and 
received the amount of the altered check. 
That bank indorsed it “Pay to the order of 
any Bank, Banker, or Trust Company. All 
prior indorsements guaranteed, June 3, 1922,” 
and negotiated the -check to the National 
Exchange Bank of Baltimore. That bank 
indorsed the check “Received Payment 
through the Baltimore Clearing House, In- 
dersements Guaranteed, June 5, 1922,” de- 
livered it and received the same amount from 
the Baltimore Branch of the Federal Re- 
serve Bank of Richmond which, of course, 
was the agent of the United States. This 
Federal Reserve Branch forwarded the 
check to the Treasury of the United States 
and was given credit for $4,750. The Balti- 
more Branch had no notice of the fraudulent 
change. 

The government argued that acceptance 
or payment of a draft or check, although it 
vouches for the signature of the drawer, 
does not vouch for the body of the instru- 
ment, and further argued that the drawer 
and drawee of the check were not the same 
in such sense as to charge the drawee with 
knowledge of the amount of the check, and 
that, therefore, the government could re- 
cover for money paid under a mistake of 
fact. Mr. Justice Holmes, in the opinion, 
held that if a drawer and drawee of a check 
are the same, the drawer cannot recover for 
an overpayment to an innocent payee be- 
cause he is bound to know his own checks. 

The government attempted to escape from 
that conclusion by asserting that the hand 
that drew and the hand that was to pay 
were not the same. The court denied this 


contention and held that great business 
houses are no less responsible than small 
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ones; that the United States does business 
on business terms and that when the United 
States issues an order upon itself it has 
notice of the amount, and when it comes to 
pay to the innocent holder making a claim 
as of right, it is at arm’s length and takes 
the risk. 


Negotiability of Interim 
Certificates 


N the case of Manhattan Company vs. J. 

P. Morgan, J. P. Morgan & Company 
issued temporary certificates whereby the 
bearer was to be entitled to bonds of the 
Kingdom of Belgium if, as and when bonds 
in . definitive form were delivered. The 
temporary certificate included the provision: 
“Every taker and holder of this. certificate 
and the attached warrant hereby agrees that 
the undersigned may treat the bearer of this 
certificate. and the attached warrant as the 
absolute owner hereof and thereof, as the 
case may be, for all purposes, that the un- 
dersigned shall not be affected by any notice 
to the contrary.” 

Three temporary certificates were stolen 
from the owner and delivered to the plaintiff 
which took them for value and in good faith. 
The plaintiff tendered the certificates to the 
defendants to be exchanged for definitive 
bonds. The defendants refused to make the 
exchange because of notice of the theft. 
The question raised was whether or not the 
temporary certificates were negotiable in- 
struments. 

In an opinion of the Court of Appeals of 
New York, delivered by Justice Cardoza, the 
court sustained the trial court and the Su- 
preme Court in ‘denying recovery, holding 
that the temporary certificates were not 
negotiable. Evidence was_introduced as to 
business custom im tréating such certificates 
as negotiable. The court held that such 
evidence was immaterial, as by Section 20 
of the Negotiable Instruments Law the sev- 
eral requirements for negotiability are set 
out including “an unconditional promise or 
order to pay a sum in money.” (The in- 
strument) “must be payable on demand or 
at a fixed or determinable future time.” Also 
Section 23 provides “An instrument payable 
upon a contingency is not negotiable and 
the happening of the event does not cure the 
defect.” Section 24 declares non-negotiable 
any “instrument which contains an order or 
promise to do anything in addition to the 
payment of money.” 

The court held that under the express 
provisions of the Negotiable Instruments 
law temporary certificates were non-negotia- 
ble and “the law merchant cannot prevail 
against prohibitions so specific. Holding 
otherwise we should do more than supple- 
ment the statute, we should disregard or con- 
tradict it.” 


A Good Record 


ONSIDERING the volume of business 

done, the daily temptations to which 
they are subjected and the many opportuni- 
ties to make mistakes, I submit that cases 
in which bankers have been held liable civilly 
or criminally are surprisingly few. There- 
fore, may we not conclude that the banker 
in the conduct of his business, as well as 
in his daily life, is generally well within 
not only the civil but the moral law. 
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Early Banking and Big Business 


By JAMES WESTFALL THOMPSON 


Professor of History, University of Chicago 


Full Fledged Banking Houses Were Flourishing in Italy as 


Early As the Thirteenth Century. 


The First International 


Banking Came With the Collection of the Papacy’s Revenues 
In Foreign Lands. 


RESENT-DAY business _ practice 

owes a much larger debt to the 

Middle Ages than the average busi- 

ness man realizes. When he thinks 
of origins, if indeed he ever thinks of them, 
the word banking may suggest to him 
Alexander Hamilton or Andrew Jackson 
and their efforts for and against the First 
and Second Banks of the United States; 
or, if his knowledge extends beyond the bor- 
ders of his own country, he may turn to 
the Bank of England or the Bank of France. 
Commercial paper may to him begin with 
the warehouse receipts which passed for cur- 
rency in colonial Virginia. And insurance 
is quite likely to call to his mind imposing 
reproductions of the Rock of Gibraltar. He 
might and probably would be surprised to 
learn that his predecessors of the late 
Middle Ages were familiar with these and 
other business devices which he uses every 
day. 

The Italian Renaissance of the fourteenth 
and fifteenth centuries was just as truly an 
economic revolution as it was a new literary 
and artistic movement. Italian spirit, Italian 
initiative, found new expression in business 
and banking quite as originally as it found 
expression in the arts and in literature. 
The spirit and the practice of the new age 
were essentially capitalistic in nature. “Capi- 
talism is much older than we have ordinarily 
thought. No doubt its operation in modern 
times has been much more engrossing than 
in the Middle Ages or in the Renaissance. 
But that is only a difference of quantity, not 
a difference of quality; a simple difference 
of intensity, not a difference of nature.” 


How Capitalism Developed 


APITALISM has developed through the 

centuries from medieval to modern 
times by a series of “lifts.” Before the 
eleventh century, when the Crusades stimu- 
lated commerce and trade, when the towns 
began to rise, the capitalist class in Europe 
was composed of the great landed feudal 
aristocracy, nobles and clergy; for the 
Church was the greatest landowner of all. 
It was an age of “natural economy,” not 
a “money economy,” in which the proprie- 
tary class produced little beyond its own 
wants and consumed hardly anything not 
locally produced. As individual property 
increased, and along with it differences in 
the amount of private property owned by 
each developed, the rich tried to derive ad- 
vantage from their riches, consisting mainly 
in lands, either by sustaining men of no 
means (serfs) upon their estates, or by 
allowing men of lesser substance to utilize 
part of their lands or share their preroga- 


tives—as market rights, imposition of tolls, 
coinage—in a subordinate capacity in return 
for certain obligations in the form of dues 
and the performance of military service for 
them. In the latter case such landholders 
became liegemen (or vassals) of the over- 
lord (suzerain). This was the economic 
basis of the feudal system. 

This rich proprietary class also possessed 
another sort of wealth in addition to land 
in the form of family plate, church plate, 
bullion, hoarded coins, jewels, etc. The 
Church especially was rich in this kind of 
wealth. But it was idle wealth, immobile 
and unproductive. “The revenues which the 
landowners collect from their serfs or from 
their tenants are directed to ‘no economic 
purpose. They are scattered in alms, in the 
building of monuments, in the purchase of 
works of art or of precious objects which 
serve to increase the splendor of religious 
ceremonies. Wealth, capital . . . is fixed, 
motionless, in the hands of. an aristocracy, 
priestly and military.” It was necessary for 
all this immobile and locked-up capital to 
become fluid and to be invested so that 
wealth might produce wealth before real 
capitalism could emerge. 


Money Economy Developed 


ARIOUS theories have been propounded 

to explain this transformation. Sombart’s 
theory is that the revolution was brought 
about by the monetization of ground rents 
formerly payable in produce, followed by 
the conversion of much hoarded bullion and 
plate into currency. But this is only half 
an explanation. The root of the change lay 
in the new necessity and development of a 
money economy. This was forced forward 
by the revival of commerce in the eleventh 
and twelfth centuries, which was partly in- 
dependent of and partly stimulated by the 
Crusades. This change, in turn, stimulated 
the rise of the towns and the formation of 
the bourgeoisie. Towns, trade and capital- 
ism emerged together in Europe. Merchan- 
dising, manufacturing, banking, business 
technique, credit, all are of urban origin. 
Then capital came to have a new sense; 
it was a value hatching a new value, or 
as Karl Marx put it: “Mehrwert heckenden 
Wert.” Instead of being immobile, as for- 
merly, wealth now became fluid. Produc- 
tion was considered in terms of value in 
money as a means of gaining greater values. 
Services were no longer required of vas- 
sals and serfs, but were converted into money 
payments. Paid labor paid better than com- 
pulsory services. Free workmen were found 
more productive than servile workmen. 
Business contracts replaced the old feudal 
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Financing of Warring Kings Followed. 


and manorial ties. The accumulation of 
previously rural ground rents, now mone- 
tized, was increased by new urban rents. 
The towns became commercial and indus- 
trial centers, the greatest of them having 
international commercial relations. 

Italy was the earliest country in Europe 
in which a capitalistic régime and a capi- 
talistic society appeared. The reason ig 
twofold. In the first place, owing to Italy’s 
geographical position and peninsula shape, 
the cities of Italy were able to tap the rich 
Levantine trade, a commerce essentially in 
luxuries like silk, spices, rare dyes, precious 
stones from the Orient, which returned enor- 
mous profits upon little bulk. A Venetian 
galley plying between Venice and Alexan- 
dria commonly paid 1000 per cent dividends 
upon a round trip, taking out iron and tim- 
ber to ironless and timberless Egypt and 
returning laden with silk and spices. 

In the second place, the papacy drew down 
into Italy the enormous ecclesiastical reve- 
nues of all western Christendom derived 
from Peter’s pence, the census, tithes, in- 
dulgences, fees for appellate causes, etc. 
The annates alone represented the entire in- 
come of a diocese during the first year of 
a new bishop and were exacted as a fee for 
investiture. What these sums meant may be 
appreciated when it is said that the papal 
revenue out of England in 1252 was three 
times the revenue of the crown. The income 
of the Lateran in the thirteenth century 
must have far exceeded the income of all 
the princes of Europe taken together. Rome 
was not only the ecclesiastical capital of 
Europe; it was also the financial capital of 
Europe. In the thirteenth century the finan- 
cial power of the papacy was like that of 
the great international banking houses of 
today. 


First International Bankers 


— seems to have begun among 
the Lombard Jews first as a pawnbroking 
business. Gradually these branched out into 
money-changing and loans at interest se- 
cured by real collateral, and later by com- 
mercial products, manufactured’ or imported 
articles of commerce. In time the notes and 
warehouse receipts of these transactions de- 
veloped into commercial paper. Naturally 
it was not long before the Italian merchants, 
having fared profitably, also began to invest 
their surplus wealth in these forms of in- 
vestment, and in the thirteenth century full- 
fledged private banking houses are found, 
the earliest of them appearing in Siena and 
Florence. 

From the pontificate of Gregory IX 
(1227-41) the important banking firms of 
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the Italian cities had agencies in Rome and 
abroad, in France, Flanders and England. 
Their chief function was to collect and to 
transmit the Peter’s Pence and other eccle- 
siastical revenues to Rome. These papal 
clients united papal authority with their 
own fiscal influence to promote and to pro- 
tect their own business operations. If an 
Italian merchant from Florence or Milan 
was robbed in France or England, or out- 
rageously imposed upon by some noble, or 
could not collect a foreign debt, the Pope 
intervened in his behalf and usually papal 
pressure was successful. 

“International banking derived its strong- 
est impulse from the Church, whose reve- 
nues in Peter’s Pence and the census were 
collected in distant countries, in a currency 
often depreciated and sometimes even in 
kind. The local branches of Italian banks, 
after satisfying the papal representative of 
the exact amount collected and the sum that 
would be payable in Rome, were able to 
remunerate themselves by using the money 
in their hands in ordinary local business. 
They seem, however, to have charged the 
Church for their trouble and expenses, sums 
of whose amount we know surprisingly lit- 
tle..... Schneider found only two instances 
in which these sums were stated, one being 
about 12% per cent and the other 25 per 
cent of the amount paid over in Rome. It 
cannot be doubted that the loans granted 
to Popes and the College of Cardinals were, 
in spite of the Church’s thunders against 
usury, very profitable to the bankers.” The 
Roman curia always protected the bankers 
against losses, and so debts due the papacy 
or papal obligations were the safest form 
of banking activity to engage in. 


Banks Were Pope’s Agents 


HE Italian banking houses not only in- 

vested their own profits in business and 
handled the collection of papal revenues. They 
acted also as agents of the Holy See to 
invest its enormous surpluses. No Italian 
city was so successful as Florence in its 
fiscal relations with the Holy See. It was 
in the thirteenth century that the founda- 
tions of the great banking houses of Flor- 
ence were laid—the Albertini, Albizzi, 
Ardiccioni, Bardi (the father of Boccaccio 
was a trusted agent of the Bardi), Belli- 
cozzi, Ildobrandini, Borgo, Filippi, Gual- 
fredi, Scala, Cerchi, Rimbertini, Fresco- 
baldi, Acquerelli, Leoni, Monaldi, Rocci, 
Scotti, Marcoaldi, Tedaldi, Spigliati. The 
Florentine banking houses steadfastly sup- 
ported the Popes in their long political 
struggle with the Emperor Frederick II and 
got their reward. Their loans to papal par- 
tisans in neighboring cities which were po- 
litical and commercial rivals of Florence 
undermined these places. This is conspicu- 
ously true of Siena, where the bankruptcy 
of the Gran Tavola ruined the city. 

For S‘ena made the blunder of backing 
the wrong political horse in supporting 
the Emperor against the Pope. Until she 
adopted this fatal policy, Siena, and not 
Florence, had been the headquarters of 
papal banking. The chief Sienese banking 
house was that of the Buonsignori, called 
the Magna Tavola or Gran Tavola, the name 
being derived from the table of the money- 
changers. In 1289 its capital amounted to 
the then large amount of 35,000 florins. It 
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loaned money to popes, emperors, feudal 
princes, cities. But when Siena espoused 
the imperial cause and forsook the papacy, 
the popes removed their funds to Florence 
and left no stone unturned to discomfit 
Siena. In November, 1260, all the Sienese 
banking firms went to the wall in the crash 
of the Gran Tavola. The tourist may still 
see in Siena a medieval house built in 1234 
by one of the earliest of Sienese capitalists, 
Angliere Solafica, on the front of which 
may be read the inscription: Campsor Do- 
mint papae Gregori IX. 

Between the years 1260 and 1347 Florence 
rode the crest of the wave of prosperity, 
and there were eighty banking houses in 
the city, the greatest of which were the 
Bardi and the Peruzzi. The financial deal- 
ings of these two houses were especially 
intimate with the Angevin kings of south- 
ern Italy and with England. In 1268 they 
looked upon the expedition of Charles of 
Anjou for the conquest of the kingdom of 
Naples and Sicily as a profitable speculation 
and liberally financed it, in return receiving 
the right to collect portoria and to manage 
the mines and salt pans as security. But 


* in 1282 the success of Aragon in promoting 


the Sicilian Vespers, which ruined the 
French domination in Sicily, seriously crip- 
pled them, in particular the Bardi, who were 
heavily involved. Fortunately for them, it 
was to the interest of the popes to support 
the Angevin dynasty, and so the papacy 
rushed the Guelph bankers into southern 
Italy to the rescue of its protégés. The 
Florentines were in the vanguard of the 
rescue corps, and by the end of the thir- 
teenth century had done their work so well 
that Charles II was completely in their 
power. The Neapolitan king surrendered 
part of his revenue and granted monopolies 
to cover the advances made by the bankers. 

Whether the kingdom was at peace or 
at war, the result was the same: if at peace 
the rulers needed money for internal im- 
provements or for keeping up their mag- 
nificent court; if at war, cash was needed 
to pay the troops. In either case the Flor- 
entines reaped the benefit. Such a good 
thing soon became widely known, and nu- 
merous houses sent their agents to partake 
of the rich profits which were to be made 
directly or indirectly out of the royal pat- 
ronage. Of these the Bardi were the most 
important from the standpoint of money 
advanced; they furnished 10,000 ounces of 
silver in 1291, for instance, for payment of 
the papal tithe. 


Both Lenders and Collectors 


HIS gives an interesting illustration of 

the operations of the bankers. They 
were, as has been seen, agents of the papacy 
for the collection of the ecclesiastical taxes. 
They were at the same time the only ones 
possessing mobile wealth which was avail- 
able for the making of loans. It thus often 
happened that they would loan needy indi- 
viduals money with one hand and collect 
the same money with the other for trans- 
mission to the Curia. All alike became 
ardent Guelphs, “and their attachment to 
the Angevin family waxed with the profits 
which they derived from it.” Arnold 
Peruzzi became counsellor and chamberlain 
of Charles II, and in 1308 his company paid 
a dividend of 40 per cent. As time went on 
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the main reliance of the throne came to be 
placed in a sort of syndicate which included 
the Bardi, Peruzzi and Acciajuoli, to which 
was added the Bonaccorsi about 1330. This 
group got a strong grip on affairs—so strong . 
that it virtually dictated to the kings, com- 
plaining to them of the conduct of their own 
officials and forcing them to modify or ig- 
nore the laws of the land in so far as these 
conflicted with Florentine schemes of money- 
making. 

The splendor of the court cost so much 
that the king was forced to give over more 
and more political and economic privileges 
to the bankers, and members of the firms 
came to occupy important royal offices. At 
the same time, however, they conducted these 
offices in such a manner as to alienate the 
masses of the people and thus sowed the 
seeds of their own downfall. The begin- 
ning of the end is to be seen in the fail- 
ure of the house of Scali in 1328. 

Somewhat later (1341) Florence became 
involved in a war with Pisa. This city had 
freed the town of Lucca from Florentine 
control, and the latter wished to bring it 
back under its domination. Not being strong 
enough to accomplish the affair alone, Flor- 
ence sought outside aid. A political crisis 
ensued which involved an economic one as 
well, and several of the houses went under, 
including the Gonaccorsi, Cocchi, Antellesi, 
Usani, Corsini, Castellani, Perondoli, and 
others. The larger houses survived the 
crisis, but were badly compromised when 
the king of Naples repudiated a debt of 
nearly 200,000 gold florins to the Bardi and 
Peruzzi. 


The Invasion of England 


UT the greatest financial operations of 

the Bardi and Peruzzi were in England. 
Isolated instances of Italian loans to the 
English kings go as far back as the twelfth 
century. Richard the Lion-hearted seems to 
have borrowed from them; for his brother 
and successor, King John, promised to pay 
the merchants of Piacenza a sum of money 
which they had advanced on the order of 
Richard to two English envoys sent to Rome, 
and in 1219 a certain Pietro Guibertini of 
Bologna came to Henry III and demanded 
payment of another loan which he alleged 
to have been made by himself and others 
to Richard. 

But the real period of Italian finance in 
England began in the thirteenth century. 
Then Italian merchants flocked to England 
to purchase wool or to negotiate loans se- 
cured upon wool. The first occasion on 
which they played a prominent part was in 
connection with the effort of Henry III to 
secure the German and imperial crown for 
his son Richard of Cornwall. Almost at the 
same time these Italian merchant-bankers 
made Henry III another loan of 135,000 
marks, which was expended in the vain en- 
deavor to put his oldest son, Edward, after- 
ward Edward I, upon the throne of Sicily. 
Edward borrowed Italian money to conduct 
his Scottish wars, and there is an intimate 
connection between the fall of William 
Wallace and the history of Florence. The 
king found loans more convenient than 
struggling with a reluctant parliament for 
subsidies. 

During the first four years of the reign 
of Edward I, the Lucchese merchants were 
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largely employed in the financial operations 
of the crown. From his coronation in 1272 
until Jan. 23, 1276, Lucas of Lucca ad- 
vanced to Edward I sums aggregating 
£17,236 13s. 4d. The Mozzi ‘of Florence 
became important during the period from 
1277 to May 6, 1309, during which they lent 
£79,941 6s. 8d. During a shorter period 
(June 25, 1285-Nov. 18, 1293) the Riccardi 
of Lucca lent Edward I £56,240 18s. 1d. 
Other firms of lesser importance may be 
briefly noted: the Pulci of Florence, with 
whom were associated the Rimbertini of the 
same city; the Ammanati of Pistoia, the 
Ballardi of Lucca, the Cerchi Gianchi of 
Florence, and the Cerchi Neri. The Bardi 
and Peruzzi of Florence also appear in this 
period, laying the foundations of the royal 
favor which was later to be so disastrous 
to them. 

The two firms which seem to have exer- 
cised most influence during the reign of 
Edward I were the Riccardi and the Fresco- 
baldi, with the latter gradually forging to 
the fore. They virtually controlled the 
finances of the realm during this reign. 
During the period between Sept. 13, 1290, 
and May 30, 1311, “there was disbursed to 
them in repayment of loans made by them 
to Edward I and his son, and as compensa- 
tion for the losses which they had suffered 
by the delay in the repayment of Edward 
I’s loans, no less a sum than £110,207 6s. 
544d. Their loans probably amounted to at 
least £121,941 2s. 11%d.” It was during 
this period that the king resorted to the de- 
vice of turning over the revenues to the 
Italian merchants as security for their loans. 
In the year 1299 the whole of the revenue 
of Ireland was turned over to them in pay- 
ment of a loan of £11,000. And from 
April 1, 1304, to May 30, 1311, “nearly the 
whole of the receipts from the customs were 
handed to them.” 


King Turned On Bankers 
CONDITION such as this at last grew 


intolerable, and in 1311 Edward II 
(1307-1327) turned against them, and the 
Riccardi and Frescobaldi were driven from 
the realm after suffering severe persecution. 
They were never fully requited for the ad- 
vances they had made to the crown, yet 
some effort seems to have been made to pay 
the debts, for down to 1303 four payments 
were made to Italian bankers to the amount 
of £7,333 6s. 8d. Edward’s motive seems 
to have been entirely selfish, however, as 
he was interested in keeping the firms sol- 
vent so that they might lend him further 
sums rather than pay his obligations in 
full. 

The difficulties which have been indicated 
were sufficient to cause the withdrawal of 
most of the Italian bankers from the En- 
glish field, or at least to restrict their ac- 
tivities to private operations apart from the 
court. Two houses, however, maintained 
their connections with the crown and were 
ruined in the end. These were the Floren- 
tine firms of the Bardi and Peruzzi. They 
had appeared in England in the time of 
Edward I and continued their operations 
through his reign and into that of his suc- 
cessor. The Bardi were the more impor- 
tant of the two houses, and after 1311 suc- 
ceeded to the position which had been va- 
cated when the Frescobaldi and Riccardi 


ton. 


were driven out of England. Between 1290 
and 1326 they advanced to the kings sums 
aggregating at least £72,631, of which only 
£4,926 was lent before 1311. As time went 
on the advantages of combination became 
apparent and they began to act in concert 
with the Peruzzi. This custom began about 
1337 and was established by 1340. They 
stood well in the graces of Edward III 
(1327-77) during the early years of his 
reign and were accorded many privileges. 
The laws of the land were relaxed in their 
favor on several occasions so that they might 
be safeguarded in the collection of their 
debts. An example of this took place in 
1327 when “the customers of Southampton 
were ordered to send to the King at once 
any money in hand of the customs of wool, 
hides and wool-fells, and of the new cus- 
tom, and previous assignments notwith- 
standing, ‘except those to the merchants of 
the Society of the Bardi of Florence.” 
This action of the king was taken in the 
face of statutes which limited the residence 
of foreign merchants in the realm and abso- 
lutely forbade the assignment of the customs 
to their credit. 


A War Financed With Wool 


HE purposes to which the funds secured 

from the bankers were assigned were 
varied. In November, 1331, the Bardi agreed 
to find 1,000 marks a month for the support 
of the royal household, to cover which they 
were granted the receipts of certain customs 
duties at London, Kingston-upon-Hull, New- 
castle-upon-Tyne, Hartlepool and Southamp- 
Other members. of the royal family 
were supplied by the bankers. The queen, 
the queen-mother and the Earl of Chester 
were recipients of advances for which the 
king acknowledged his indebtedness. The 
main demands upon them, however, were for 
carrying on the military operations of the 
government in France. 

The Peruzzi seem to have taken little 
active interest in financing Edward III 
before 1336. They made advances in this 
year which were guaranteed by the income 
to be derived from certain parliamentary 
promises to the king. By the end of the 
first six months of the year it appears that 
the king was in their debt to the extent of 
£32,000. In 1337 their dealings took on 
added importance owing to the increased 
demand for money growing out of the im- 
pending war with France. The only way in 
which the king could secure an adequate 
and extended supply of cash was through 
the manipulation of the wool trade, which 
was an operation possible only with the con- 
sent and cooperation of the Italian mer- 
chants who were deeply involved in that 
branch of business. In March, 1338 the 
king agreed with the two firms that he 


would deliver to them all the wool granted . 


to him in England, which they were to sell 
for his profit. 

This situation marks the high-water mark 
of the fortunes of the Italian bankers in 
England. Even at this time forces were 
at work in Italy, in France and in England 
which conspired together to make their po- 
sition increasingly untenable. The out- 
break of the long war between France and 
England in 1337 placed the merchants in 
an embarrassing situation. They could not 
keep on good terms with both powers. The 


formal declaration of war saw the arrest of 
their representatives in France, a durance 
from which they escaped only by the pay- 
ment of huge sums to Philip of Valois. At 
the same time Edward III began to be 
more than ever remiss in payment of his 
old debts, while at the same time incurring 
new ones. This double trouble was aggra- 
vated by the situation in the kingdom of 
Naples already related. Florentine invest- 
ments in Naples were endangered. The 
next development which has also been ob- 
served, was a war with Pisa, the financing 
of which put several of the smaller banking 
houses out of business (1341) though the 
more important ones, such as the Bardi and 
Peruzzi, managed to keep their heads above 
water. 

It is evident in the years after 1343 that 
the situation of the Bardi and Peruzzi was 
becoming more precarious in equal ratio 
to the ever-mounting debts owed them by 
the English king. Edward III’s wars with 
Scotland and France not only prevented 
him from making payment on the debts 
which he had already contracted, but placed 
him in the position of requiring more and 
more funds. To this was added a growing 
resentment on the part of the rising native 
merchant class at the favors which the for- 
eigners were receiving from the crown. The 
actual circumstances are uncertain; there is 
a possibility that there was a merchant con- 
spiracy in which the king was involved. At 
any rate the deluge overtook the Italians. 
They seem to have requested an audit of 
their accounts at some time between 1343 
and 1345. The next development found all 
their agents in prison, without having any 
specific charges lodged against them except 
that they were indebted to the king for 
large amounts, which, however, Edward III 
acknowledged were much smaller than the 
sums he owed them. He demanded pay- 
ment by a fixed date, but later pardoned 
them. He did not take any measures toward 
alleviating their distress. It is plainly evi- 
dent that the imprisonment of the Italians 
was not based on any misdoings which 
could not have been condoned, but was 
rather the result of a wish on the part of 
London merchants and financiers to get rid 
of a group which had become obnoxious to 
them. 


A Monumental Crash 


HIS episode practically ended the ac- 

tive connection of these two great 
Florentine firms with the crown, though 
they continued to trade in England in a 
private capacity for some time afterward. 
Some belated payments were made to both 
the Bardi and the Peruzzi after the crash, 
and they were enabled to make some recom- 
pense to the smaller companies which had 
been involved by their downfall. The Bardi 
fared less well in this respect than the 
Peruzzi, as they appear to have received 
only £150 in return for an acknowledged 
debt of £50,493 5s. 21%4d. In June of 1346 
the Peruzzi received £6,375 and in August 
of 1352 a further payment of £100. The 
repudiation of the English debt brought mat- 
ters to a head and it was found necessary 
to liquidate the assets of the two firms. A 
panic resulted in Italy as the result of this 
famous bankruptcy and a meeting was held 

(Continued on page 409) 
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The Short Straw Man 


my was Lindbergh Day (so 
fees runs a story told a while 
ago) and everyone in the 
office wanted to get away. 

Everyone could not go; someone 
had to remain, so the men good- 
humoredly settled the matter by 
drawing straws. 

He who lost ruefully thought of 
the appointment with 
his wife and of the 
possibility of unpleas- 
antness that would 
flow from his failure 
to meet her at a cer- 
tain corner. 

Sorry that luck 
was against him, and 


doubtful that his ex- Lf 


adequate or satisfy- 

ing, he bent over his 

work with just a little resentment 
against the turn of fate which kept 
him in. After an hour or two his 
mood was broken by the entrance of 
a stranger, inquiring for the general 
manager. 

The man who had drawn the short 
straw was not the general manager, 
but by virtue of that short straw he 
was the acting general manager, 
ready to serve the stranger in any 
way. 

The man whom fate had thus far 
kept away from the Lindbergh cele- 
bration was in the insurance business, 
and the caller wanted some insur- 


ance. “Some” is used in the popular 
sense—that is to say the man wanted 
$1,000,000 of insurance! 

So large a transaction was not 
closed on the minute but the insur 
ance man, being alone in the office 
and having a free hand, clinched the 
sale, and there was in due time 
entered to his credit a commission 
that men in his line 
only rarely have the 
opportunity of earn- 
ing, especially accept- 
able because the in- 
surance man_had 
traveled up and down 
the streets many a 
weary hour trying to 
sell even $1000 poli- 
cies. 


One can see Lind- 


bergh almost any day 
if he has to his credit the commission 
ona $1,000,000 transaction, but it is 
not every day that opportunity 
walks in without knocking. 


[SAPPOINTMENT does not 

necessarily mean misfortune; for 
all we know it may be as in the case 
of the man in the insurance office the 
harbinger of good fortune, though if 
one allows the waters to be muddied 
up by disappointment he may be un- 
able to see the opportunity that is 
just behind the disappointment and 
waiting for his hand. When “luck” 
turns against us optimism helps. 


What a pity it is that in this game of life we do not draw short straws more often! 


By James E. Clark. 
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The State Bank Division 


A Study of the Diversity of Investments and a Campaign of 
Education to Interest Bankers In Selling Bonds Direct to 


Customers Among the Division’s Plans. 
Service Will Be Pressed. Better Bank Supervision Is Sought. 


HE State Bank Division went on 
record at its Houston convention as 
favoring a vigorous campaign for 
the reduction of free service and a 

general broadening of all banking service 
to meet changing business and economic 
conditions. It was decided to make a study 
of the diversity of investments 
and conduct an educational cam- 
paign to interest bankers in sell- 
ing bonds direct to their custom- 
ers instead of allowing bonding 
houses to do so. 

The Division also approved the 
movement to obtain better bank 
supervision through the county 
credit bureau and regional clear- 
ing house, in close conjunction 
with state banking departments, 
and commended the campaign for 
a greater uniformity of equita- 
ble banking legislation in the 
various states. One expressed 
object of the latter effort will 
be to make the office of bank 
commissioner “as free from en- 
tangling partisan politics as the 
judiciary itself.” 

The Division heard addresses 
by Dan V. Stephens, president of 
the Fremont State Bank, Fre- 
mont. Neb, on “Adjusting 
Banking to Changing Condi- 
tions’; Hugh H. Saxon, vice- 
president Continental and Com- 
mercial Trust & Savings Bank, 
Chicago, on “The Commercial 
Banker’s Responsibility For His 
Investment Account”; Walter F. 
George, United States Senator 
from Georgia, on “Relation of 
Government to Business,” and O. 
Howard Wolfe, cashier Philadel- 
phia-Girard National Bank, Phil- 
adelphia, on “Archaic Court De- 
cisions Affecting Check Collec- 
tions.” All these will be found 
elsewhere in this issue. 

M. H. Malott, president of 
Citizens State Bank of Abilene, 
Kan., was elected president of 
the Division for the coming year. 
Other choices of the nominating 
committee, which were unanim- 
ously adopted, were: Vice-president, S. J. 
High, president of the Peoples Bank and 
Trust Company, Tupelo, Miss.; Executive 
Committee, three-year term, Felix M. Mc- 
Whirter, president of the Peoples State 
Bank, Indianapolis, and W. A. Hunt, presi- 
dent of the Citizens Bank and Trust Com- 
pany, Henderson, N. C.; for one-year term, 
T. O. Hammond, vice-president of the Mon- 
tana Trust & Savings Bank, Helena, Mont. 
The nominating committee was composed of 


Dan V. Stephens, Chairman; Roy L. Bone 
and N. S. Calhoun. 


Credit Files for Country Banks 
HE Public Service Commission reported 
“splendid headway in the campaign for 

installation of credit files for country banks 


M. H. Malott, President Citizens Bank, Abilene, Kan., In- 
coming President of the State Bank Division 


as recommended by the State Bank Division 
in line with its adopted slogan: ‘A Credit 
File on Every Borrower with Unsecured 
Loans of $500 or More.’ The question of 
maintenance of complete credit files in all 
banks was taken up with the bank commis- 
sioners of the several states and they were 
requested to incorporate in their require- 
ments a stipulation that a credit file on every 
unsecured loan of $500 or over be main- 
tained by all banks. The response from bank 
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Effort to Reduce Free 


commissioners throughout the country was 
practically unanimous in approval, pledging 
cooperation in this movement and assuring 
us of their appreciation of the helpfulness 
of the State Bank Division in providing this 
additional safeguard.” 

This committee further reported that “A 
comprehensive study and survey 
of state and national bank fail- 
ures was made, tracing the num- 
ber of failures in each state an- 
nually for the years 1920 to 1926, 
inclusive. The report shows 3124 
failures during this seven-year 
period, of which 2687 were state 
and private banks, and 437 were 
national banks. Bank failures 
during this period increased each 
year until 1924, when the crest 
was reached, with 915 failures, 
and since that date has receded 
to only 573 in 1926. By far the 
greater number of failures were 
in the mid-western and western 
agricultural states and some of 
the southern states. 

“The survey also showed that 
the great majority of failures 
were in the smaller cities and 
towns, and among banks of $25,- 
000 capitalization or less. The 
figures tell their own story. As 
a companion study a chart of 
bank charters granted both state 
and national banks was prepared 
covering this period, which indi- 
cates a stringent tightening up 
on charter granting. For in- 
stance, in 1920 there were 1744 
charters granted. The number 
rapidly decreased each year until 
only 268 charters were granted 
during the fiscal year ending 
June 30, 1927. It is the opinion 
of the committee that it will be 
worth while for us to continue 
the campaign for less free ser- 
vice on the part of banks on the 
theory that the workman is 
worthy of his hire; also, to make 
a study of the advantages of di- 
versity of investments, and to 
conduct an educational campaign 
along the line that it is to the 
bankers’ interest to sell bonds and other se- 
curities direct to their customers in prefer- 
ence to allowing bond houses to do so.” The 
members of the committee are: M. Plin 
Beebe, Chairman; N. S. Calhoun, M. H. 
Malott, A. L. Schantz, O. B. Taylor. 


Legislation in the States 


HE State Legislative Committee of the 
Division reported that it has been con- 
(Continued on page 386) 
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More Profitable Banks. 


Era of Sounder Banking Near 


By G. E. BOWERMAN 


Retiring President State Bank Division 


The New Order of Things Makes Necessary Fewer, Stronger and 
Elimination of the Weaker Institutions 


and the Consolidation of the Stronger Ones Inevitable As the 


DOUBT very much if anyone without 
practical experience in that particular 
field understands or appreciates fully 
the problems and vicissitudes of the 
real country banker. 

The responsibilities of leadership are 
either voluntarily assumed, or more often 
thrust upon him by his fellow citizens who 
seem to hold him personally accountable for 
all local progress and development, to en- 
courage and support which he is expected 
to make all necessary financial advance in 
some form or other. Then, when he does, 
what usually happens? When the County 
Fair or the local hospital blows up leaving 
nothing tangible but debts, it would sur- 
prise the uninitiated to know just how few, 
if any, of his contemporaries take the slight- 
est interest in the aforesaid tangibles. 

Yet he carries on, laboring unceasingly for 
the welfare of his community, and, many 
times, financially speaking, without pride of 
ancestry or hope of posterity. 

After, but closely following, the country 
doctor and the country minister, it is my 
belief that the majority of country bankers 
have opportunity to render a greater ser- 
vice to their communities than the repre- 
sentative of any other human endeavor, 
because there is something more to banking 
than being a mere money changer in spite 
of any belief, real or assumed, to the con- 
trary. You are, if you are performing your 
full duty, acting as guide, philosopher and 
friend to all of those you come in contact 
with, especially those who seek your advice. 


The Division’s Problems 


HE American Bankers Association has 

more than 21,000 members, of which this 
Division constitutes more than half, having 
in all 11,108 members, of which 1483 are 
associate members but entitled to our ser- 
vice. The problems of this Division are 
those of the great agricultural interests of 
the country, for the reason that a large ma- 
jority of our membership consists of coun- 
try banks, small banks located in the vari- 
ous farming districts, and it is this type 
and character of bank we are striving hard- 
est to serve. 

Covering the period from 1921 to 1926 
inclusive, there were 3124 bank failures in 
the United States; more than a bank failure 
a day for every day of the entire time, and 
each one bringing to its particular com- 
munity hardship and distress. Three thou- 


sand one hundred and twenty-four head- 
stones strewn along the pathway of bank- 
ing these last six years mark the graves of 
once presumably prosperous institutions, and 


Result of Tendency Toward Centralized Control in All Lines. 


each failure lessens in a large degree the 
public confidence in banking generally. 
During this same period, plus the first six 
months of 1927, there were 5784 bank char- 
ters granted. Some of these represent 
charters issued to banks which reorganized 
after having closed, but in the main repre- 
sent new banking institutions. It would be 
interesting to know if all of them served 
a public need and were under experienced 
and capable management. All professions 
require an examination as to fitness before 
permission is granted to practice. Why not 
something of this character for those who 


aspire to engage in banking? The sugges- 


tion is worthy of serious consideration. 

Under present methods the country is, or 
is rapidly becoming, overbanked. We have, 
or soon will have, too many banks, too few 
of which are profitable. A survey made by 
one state, with 845 banks reporting for the 
year ending June 30, 1926, shows an aver- 
age net profit per bank of $1,970. But 
fortunately these conditions. are being cor- 
rected. 


A New Order Coming 


E may not be willing, at this time, to 
believe or acknowledge it, but we are 
approaching’ a new order of things, the 
dawning of a new day in banking which con- 
templates and makes necessary fewer, 
stronger and more profitable banks. This 
will not affect banks already in existence 
where they are properly managed and are 
adequately serving the public, but it does 
indicate that fewer bank charters should be 
granted, unnecessary competition discour- 
aged, the elimination of the weaker institu- 
tions, and consolidation of the stronger ones. 
What with the airplane, automobile, radio, 
telephone, rural mail and good roads, a 
change in customs, habits and methods is 
taking place, of which we are as yet hardly 
conscious, but the changing condition of 
business life especially is very definite and 
very real in the constancy of its approach. 
As applied to the business of the smaller 
towns, the change will be revolutionary. The 
tendency of the times is toward centralized 
control and distribution. This is evidenced 
in nearly every line of commercial under- 
taking. Chain stores of every description dot 
the landscape, and with their enormous buy- 
ing power are rapidly putting the small mer- 
chant out of business or making it increas- 
ingly more difficult for him to continue. The 
automobile has reduced the day’s journey 
of yesterday to one of an hour today. It is 
a singular characteristic or attribute of hu- 
man nature to enjoy transacting business in 
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the larger centers. It’s a holiday for the 
women, an adventure for the children, and 
an imaginary necessity for the sterner sex. 
Why should rural banking be exempt from 
this new and constantly growing influence? 

Branch banking and chain banking as 
important, if not at this time dominating, 
factors have taken their place in the scheme 
of things financial in this country, and are 
here to stay. Just how far reaching the 
movement may be only the future will re- 
veal. It seems, considering the present 
movement toward centralized control, and 
speaking of the future rather than the pres- 
ent, that if unit banks are continued indefi- 
nitely and individual banking is to be per- 
petuated in this country, there must be some 
change in present methods. Banking, after 
all, is an individual matter, and our destiny 
is largely within our own keeping. 

Legislation may at times be helpful, but 
above and beyond all is the character of the 
man at the helm. What is needed is that 
the governing and directing genius of the 
organization be a man for whom no, legis- 
lation is needed, or supervision necessary— 
a man who is a banker in all that it sig- 
nifies, well balanced, careful, with the cour- 
age to say no, and the full realization of 
the responsibilities of the trust which he ad- 
ministers. 


Facts Must Be Faced 


ANKING, in its final analysis, is noth- 

ing more nor less than a trusteeship. 
And so, unless we are to finally drift to- 
ward the European system of banking which 
has already gained such a foothold in this 
country, it behooves everyone interested to 
recognize the new conditions which exist, to 
understand and appreciate that there should 
be more bankers in the banking business, 
that there should be fewer and stronger 
banks, that the general adoption of better 
banking methods is imperative, that greater 
care should be exercised in investigating the 
qualification and fitness of those applying 
for bank charters, that there should be the 
establishment of non-political banking boards 
in every state, and sufficient compensation, 
and longer terms in office, for bank super- 
intendents, in order that men of the highest 
integrity and ability, men with experience 
and understanding may be secured for, or 
maintained in, such positions. 

Successful banking, in all its different 
phases, is predicated upon, and the result of, 
public confidence. In view of the compara- 
tively recent banking debacle there is pri- 
marily but one problem to solve, and that is 

(Continued on page 378) 


Adjusting Banking to Changing 


President, Fremont State Bank, Fremont, Nebr. 


Conditions 


By DAN V. STEPHENS 


A new Country Clearing House and Examiner System Which 
Is ‘Being Tried Out in Nebraska is Believed to Offer a Real 
Remedy for Conditions that Have Caused More than 4000 
Bank Failures in Seven Years. Plan Is Feasible in Any Section. 


HENEVER a financial disturb- 

ance occurs the attention of the 

people is directed to any weak- 

ness that may exist in our bank- 
ing system. 

For half a century or more students of 
banking have understood the necessity for 
the mobilization of reserves for use in times 
of depression or finaricial disturbances in 
order that business may continue as usual. 
The panic of 1907 was directly the cause of 
the creation of the Federal Reserve System. 
The deflation, resulting from the World 
War, has demonstrated another weakness 
in our banking system. This weakness has 
been apparent to students of banking every- 
where for many years. Evidence on every 
hand proves beyond a question of doubt, 
that our financial ills are due to the inef- 
fective banking departments of the states 
and nation. The banks of the country are 
creatures of the state and nation and they 
exist and function through charters issued 
by banking departments and these depart- 
ments have power of life and death over 
them. 

Throughout the United States since de- 
flation began seven years ago there have 
been more than four thousand bank fail- 
ures, which have tied up a total of over one 
billion dollars in deposits, 50 per cent to 75 
per cent of which will be a total loss to the 
depositors. In addition to this staggering 
loss other billions have gone into hiding 
through the withdrawal of deposits by timid 
people who lost confidence in our banking 
institutions. 


Bankers Not Responsible 


piers authority for creating banks is 
vested by legislative bodies in the state 
and nation. The bankers have nothing what- 
ever to do with the issuance of bank char- 
ters. They are not responsible for the fail- 
ures of the last seven years. 

The business of the country is now being 
conducted by approximately four thousand 
less banks than existed seven years ago. 
The business no doubt could be conducted in 
a perfectly satisfactory manner if we lost 
four thousand more banks, if these losses 
could be taken without dealing to the re- 
maining banks and the country a staggering 
blow. 

The first and primary cause of bank fail- 
ures is the excessive number of banks cre- 
ated by the various state banking depart- 


ments and the Comptroller of the Currency. 

The second cause is attributable to the 
inefficiency of bank supervision by the bank- 
ing departments. This is not a criticism of 
the officials now conducting the various 
banking departments of the country, nor of 
the Comptroller of the Currency, but it is a 
criticism of the system which they employ 
and which has been employed for many 
years in the conduct of their business. 

So we have in these two causes an ex- 
planation of the widespread disaster that 
has come to various communities of this 
country during the last seven years of de- 
flation through bank failures. Remove 
these two causes: first, by limiting the num- 
ber of banks to the needs of the country 
and, second, by adequately supervising those 
that are created and bank failures will dis- 
appear. 


A Remedy Proposed 


HERE can be no other causes for this 

condition excepting those enumerated. 
Deflation, untoward circumstances that have 
arisen, local conditions that may exist, all 
of course contribute to an aggravation of 
the situation that was originally produced 
by one of the two above causes, viz., too 
many banks or too poor supervision. 

The remedy lies first in the mere volun- 
tary act of the various banking departments 
in restricting charters to actual needs and 
the fact, that banking departments have 
never been able to do this thing regardless 
of the power they possess, is proof of the 
need of legislation that will take the grant- 
ing of charters out of the control of political 
appointees. 

It is impossible for a continuous business- 
like administration of the banking depart- 
ment so long as that department is in the 
control of a political appointee of the 
Governor or the President. Additional 
machinery is necessary. The creation of an 
entirely separate banking board with a con- 
tinuous existence independent of the Gov- 
ernor or President, with power to grant 
charters for banks, would cure to a very 
large extent this situation from which we 
now suffer. An independent banking board 
for each state, made up in the manner the 
Federal Reserve Board is constituted, would 
guarantee to the banking business of the 
country an intelligent consideration of the 
subject of granting charters. 

In my own state of Nebraska we have at 
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the present moment something like 800 state 
banks. We should have possibly not to ex- 
ceed 400. We have lost approximately 200 
in the last seven years, which made our 
grand total just a little less than 1000 banks 
when deflation began its deadly work. This 
excessive number of banks—one to every 
1250 inhabitants—has been the main factor 
in producing failures. 

One little town of Dix, Neb., with 200 
population, at one time had four banks. It 
now has none and probably does not require 
any. The stupidity of .a banking depart- 
ment in granting charters in such reckless 
fashion is apparent and it is also proof con- 
clusive that a political banking department 
cannot be entrusted with this power. 

There are hundreds of towns throughout 
the middle west with less than a hundred 
population that have banks and these banks 
are so small that, if they render any ser- 
vice at all excepting to furnish change for 
the people, their very existence is in danger, 
and certainly such banks cannot stand 
through a period of depression and thousands 
of them did fail. 

The national system of granting charters 
and supervising banks is no doubt on a 
much firmer and stronger footing than are 
those of the various states but even the na- 
tional system is subject to very grave criti- 
cism not only in regard to the granting of 
charters but in regard to their method of 
supervision. 

The majority of failures, however, that 
have come to the country are confined 
largely to the middle west and the south. 
This territory covers a vast area of the 
United States and the losses, that have 
arisen out of these failures, have never been 
totaled and never will be, but it is safe to 
say that the losses have been staggering and 
paralyzing in their effect, and in my judg- 
ment, these losses have been wholly and 
entirely unnecessary and could have easily 
been remedied. 


Supervision Ineffective Now 


Ts supervision of banks as they exist 
today is ineffective as shown by the re- 
sults obtained. Contrast the position of the 
examiner under a clearing house association 
with that of an examiner from the comp- 
troller’s office or the office of the state bank- 
ing department. Such official examiners are 
capable (just as capable, no doubt, as the 
clearing house examiner), but they are not 
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permanently assigned to a location and 
charged with responsibility of maintaining 
or improving the status quo of the banks of 
that locality. They are not made responsible 
to a local organization that is deeply inter- 
ested in the welfare of every bank within 
the organization. They report to their re- 
spective superiors the result of their exam- 
inations and move on to other places. Their 
superiors at their respective banking depart- 
ments attempt to enforce the findings of 
these itinerant examiners at long range and 
with varying results. 

The examiners’ reports are usually made 
up after they leave the banks they examine 
and the bankers generally do not know the 
sort of report the examiner is going to make 
until he receives a copy of it later on from 
the banking department. The result. of this 
practice has encouraged the examiner to 
avoid a controversy with the executive of 
the bank and his board of directors by 
keeping from them, until he has gone, the 
result of his findings. 

When a copy of the report is finally re- 
ceived by the bank, if it is exacting and not 
in harmony with the views of the bank offi- 
cials, they immediately appeal to the bank- 
ing department over the examiner’s head 
and, as a rule, they either modify the find- 
ings of the examiner or succeed in going 
ahead in their usual way. 


Some Improvement Made 


Comptroller of the Currency has 
now reversed his former position on this 
subject and is exacting from the examiners 
the practice of laying before the boards of 
directors and the managers of the banks 
their reports before they are mailed to the 
comptroller. This gives the boards of di- 
rectors and the examiners’ a chance to fight 
out the controversy face to face and agree 
upon some plan and avoids the haphazard 
method to some extent of attempting to 
regulate banks, through the findings of an 
examiner, by a total stranger to the locality, 
hundreds of miles away. 

But, taking it all in all, the entire system 
of both Federal and state examinations has 
been exceedingly ineffective. Failure and 
corresponding losses have resulted on a vast 
scale throughout the entire country but prin- 
cipally in the middle west where small state 
banks have been chartered at most every 
crossroad, until competition has become de- 
structive. 

The remedy is clear and it is within reach 
without the necessity of additional legisla- 
tion and without the consent of anyone. All 
we have to do is to readjust our viewpoint ; 
change the method of approach by adapting 
the banking departments of the various 
states and the Comptroller of the Currency, 
to the credit clearing house examiner idea. 
This idea cannot be brought about through 
voluntary associations but the banking de- 
partments of state and nation can bring it 
about by the simple act of permanently lo- 
cating examiners in banking districts around 
commercial centers and making them respon- 
sible for the banks within such districts. 

The permanency of the examiner’s posi- 
tion and his assumption of responsibility 
for his acts are the two vital factors in the 
success of this plan. This, of course, does 
not in any way release the banking depart- 
ment of responsibility, but it does make the 
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examiners accountable for their acts to the 
department, and the moral force of the 
clearing house is ever present. 

Every district surrounding a commercial 
center should organize a clearing house as- 
sociation, not for the purpose of clearing 
checks, but for the clearing of educational 
ideas on better banking practices and for 
the purpose of furnishing organized bodies 
It will enable the 
official examiner to have an executive com- 
mittee, created by this clearing house asso- 
ciation, to which he can appeal for support 
in solving some difficult problem of local 
interest. This committee would afford an 
excellent buffer for the banking department 
when local controversies arise that can best 
be solved through the joint action of the 
members of such a committee. 

The results of such a plan of procedure 
will be that the viewpoint of the examiner 
under such a system will be entirely changed. 
Responsibility and the permanent character 
of his employment at a better salary will 
cause him to act with greater care and 
greater efficiency. There will be no op- 
portunity to hide behind his superiors. He 
will be compelled to defend his actions at 
every turn of the road and watch the re- 
sults of the enforcement of his recommenda- 
tions. He will now be as keen to make the 
bank a safe institution as the manager of 
the bank. He will attempt to enforce sound 
banking practices and will aid in securing 
the paper and maintaining the bank in a 
solvent condition so that it will be able to 
weather any kind of a storm. He does this 
because he cannot run away from his re- 
sponsibility. He cannot permit a bank to 
get in a bad condition without ruining his 
own reputation as an examiner. He can no 
longer say: “I told the department that 
Blank’s bank was in a bad way and they 
paid no attention to me. If the department 
had followed my advice it would not have 
happened, etc.” He cannot say that under 
the new order of things because he is on 
the job and he is in full control and re- 
sponsible to the Banking Department, as 
well as to the Clearinghouse Association. 
He cannot “pass the buck” to anyone. He 
cannot afford to do anything but his level 
best for the reason that the clearing house 
is always back of him and ready to add to 
his salary and make his position worth 
while if he is able to keep the slate clean. 
He has every incentive to become a great 
examiner and to make his district a great 
banking center of solvency and public con- 
fidence. 


A New Responsibility 


NSTEAD of being merely an irresponsi- 

ble critic making reports to his depart- 
ment and moving on, like the old time 
“boarding around” school teacher, without a 
worry about the bank he examines, he be- 
comes a co-partner in effect with the bank- 
ers of his district and with full power to act. 
The fact that he is permanently located in 
the district with the possibility of being 
adequately paid gives him the ambition to 
become fully and thoroughly acquainted with 
the borrowers of the district and with their 
signatures. In other words, he becomes a 
thorough credit man for the banks of the 
district. 

Lastly, but not of the least importance, 
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is the ease with which a credit bureau js 
established automatically and legally by this 
official examiner. For many years the creat- 
est effort possible has been made in various 
localities to establish credit bureaus. They 
are invariably voluntary associations and 
are only beneficial to those who join 
them, and their efficiency is often reduced by 
the fact that there are always some banks 
that will not join them. This is all done 
away with under the new plan becaus« the 
examiner becomes automatically his own 
credit bureau. He can card-index the bor- 
rowers of the district and furnish informa- 
tion, to the banks that are entitled to have 
it, of all duplicate borrowers through a per- 
fectly ordered credit bureau. 

He is required by law to preserve inviolate 
the privacy of the reports he makes. These 
he can guard and protect, but there is a 
latitude for his operation in this respect 
that will enable him to furnish facts about 
duplicate borrowers that will conserve the 
interest of banks and without in the least 
violating the spirit or letter of the law. He 
can do this without anyone’s consent and 
such a credit bureau includes every bank 
within his district which he is lawfully 
called upon to examine. 


Other Steps To Be Taken 


HERE are other steps, of course, that 

the examiner should take, but these are 
outside of the province of the clearing house 
association as the examiner is a legally-con- 
stituted official and his acts are wholly sub- 
ject to the direction of the banking depart- 
ment, but with a thorough understanding 
with the banking department that it is co- 
operating with the association in carrying 
out this idea of clearing house examinations, 
there need be no difficulty experienced by 
virtue of what might appear to be two 
sources of authority. There can be no con- 
flict as the clearing house association is 
without legal status, but the moral force of 
the association can be effective and construc- 
tive in character. Even a conflict of opinion 
over some moot question has its advantages 
because, out of the debate, a solution of the 
problem in question may be obtained. 

The examiner, of course, would no doubt 
be influenced by the program that the as- 
sociation conceives to be effective and prac- 
tical and which, no doubt, would harmonize 
with the best ideas of procedure on this 
subject. 

Under this system the examiner should 
forget his old practice of merely grinding 
out so many examinations a day, at so much 
per, in the manner of a Space-writer in a 
newspaper. There are higher objectives to 
be obtained than merely examining banks. 
It is very much more important to keep 
them solvent. The mere examination of a 
bank does not improve conditions in the 
least. It is the constructive work on the 
note case, coupled with sound banking prac- 
tices, that are worth while. The examiner 
can keep banks solvent if he is capable and 
efficient. 

Therefore, we conceive it to be the duty 
of the examiner upon entering on this pro- 
gram to forget his old methods of proced- 
ure and take the reports, that have already 
been made upon the banks included in his 
district and classify them. By the proc- 
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Legislation on the Collection 
of Checks Imperative 


By O. HOWARD WOLFE 


Cashier, Philadelphia-Girard National Bank, Philadelphia, Pa. 


Archaic Court Decisions Have Brought About a Situation That 
Works a Hardship Upon Banks and is Contrary to Sound Bank- 
ing Practice and Economic Law. Disclaimer Method of Avoid- 
ing Risks is Inadequate and Does Not Get to Root of the Trouble. 


DELEGATE from one of the south- 
ern states to the Democratic Con- 
vention held in New York City in 
1924, issued checks on his own 

bank in payment of his hotel bill in the total 
amount of about $500. These checks were 
accepted by the hotel, presumably on the 
theory that the convention would make good 
its guarantee of all such checks issued by 
the delegates, who, owing to the unforeseen 
time of their stay in New York, were com- 
pelled to use checks after their cash had run 
out. 

In any event, the hotel accepted the items, 
which were deposited in a bank in New 
York City. In the regular course of busi- 
ness, the checks were sent to a correspondent 
bank in Philadelphia, and by the Philadelphia 
institution sent directly to the drawee bank 
in the southern state under the usual dis- 
claimer. Remittances were never received, 
nor was any satisfactory reply made to re- 
peated demands that the checks be covered. 
The delegate, who incidentally was an officer 
of the bank upon which the checks were 
drawn, returned to his home town, and it is 
presumed tore the checks up. Shortly there- 
after, the bank failed. 

The Philadelphia bank, acting upon its 
disclaimer, charged back the items to the New 
York bank which in turn charged the ac- 
count of the hotel. Having the right under 
present court law to choose which bank it 
would endeavor to unload a bad debt upon, 
the hotel sued the Philadelphia bank, since 
under Pennsylvania Court decisions it is still 
tuled to be negligent to send checks direct to 
the bank upon which drawn, even if the 
drawee bank is the only bank in its town. 


Bank Pays the Hotel Bill 


HE case was won by the hotel and, the 

amount involved being too small to ap- 
peal to a superior court, the net result is that 
the Philadelphia bank enjoys the distinction 
and honor of having paid the hotel bill of a 
delegate in attendance at the New York con- 
vention. 

The facts are that the hotel accepted 
checks from a guest who, if there is any 
logic in court rulings, should have paid cash. 
In the regular course of business the checks 
were sent by the Philadelphia bank to the 
bank on which they were drawn, partly to 
save delay, but chiefly because there was no 
other practical thing to do. In what better 
position would the hotel have been if the 


checks had been returned through banking 
channels with this perfectly honest state- 
ment: “We cannot collect unless we send 
the items direct to the bank on which drawn, 
nor can we in any event guarantee the 
drawee bank will assent to our request that 
they remit cash.” 

No doubt this is what the Philadelphia 
bank might have done, but that is beside the 
real question, which is: should the bank be 
legally penalized for taking the only possible 
course to collect, if collection were possible, 
a debt proved to have been bad even at the 
time the hotel permitted its customer to 
incur it? Unjust and inequitable as such a 
decision seems to be, it is typical of hun- 
dreds, if not thousands, of other similar cases 
with which every bank handling out-of-town 
items for its depositors and correspondents 
is familiar. 


Two Methods of Treatment 


Le discussing the need for adequate legisla- 
tion to protect banks in the collection of 
out-of-town items, it must be remembered 
that we are dealing only with such questions 
as arise from bank failure. In other words, 
unless a failure is involved, all such discus- 
sion as to negligence, responsibilities, and 
obligations are purely academic. Lacking 
definite laws on the subject, the courts have 
always decided these questions on common 
law, and the law governing the relationship 
between principal and agent producing a 
situation analogous to decisions based on the 
law merchant before the adoption of the 
Uniform Negotiable Instruments Act. 
There are two methods which suggest 
themselves as to the proper treatment of 
the problem. Should thé remedy be along 
the lines of specific legislation adopted by the 
various states, as was the case’ with the Uni- 
form Negotiable Instruments Act, or should 
an effort be made to prove that banking cus- 
tom is such that the present common law is 
inadequate, inequitable, and archaic? This 
latter. solution would be possible, however, 
only through a test case, upon which the 
Supreme Court of the United States would 
ultimately decide, and since a failed bank 
must always be involved in such test case, it 
is impractical, if not impossible, to bring into 
the situation by prearrangement all of the 
elements which might insure a clear-cut de- 
cision entirely applicable to all cases. 
Although, as has been stated, there are 
hundreds of cases to which reference might 
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be made, they are all summed up in the now 
famous Malloy Case, decided by the Supreme 
Court on February 18, 1924. For our pur- 
pose it will be sufficient to use this case as a 
sort of text upon which to base argument 
and draw conclusions. 

This famous decision was the result of a 
question which arose between the Federal 
Reserve Bank of Richmond and Malloy 
Brothers, plaintiffs, who sued the Federal 
Reserve Bank of Richmond to recover 
$9,000, the amount of a check drawn to their 
order on a state bank in North Carolina. 
The check took the usual course, and was 
remitted for by the drawee bank with a draft 
on another North Carolina institution. Be- 
fore this draft could be collected, however, 
the drawee bank failed. The Supreme Court, 
although admitting the right to send the item 
directly to the drawee bank, held that the 
Federal Reserve Bank of Richmond should 
have accepted nothing but cash in payment, 
and its failure to accept anything but cash 
made it liable to the plaintiff, who recovered 
in full. 

There is nothing in the conditions sur- 
rounding this transaction differing essentially 
from other cases which have been similarly 
decided. In the opinion handed down, how- 
ever, the Supreme Court has made certain 
statements which apparently have been ac- 
cepted by bankers and courts without ques- 
tion, although these statements can be easily 
shown to be not in accordance with banking 
practice. 


Court Admits Confusion 


FE is significant to note that the court 
frankly admits a confusion in state de- 
cisions with respect to similar cases. For 
example, quoting the opinion of the Court in 
the Malloy Case: “The state decisions in re- 
spect of the liability of a correspondent bank 
to the owner of a check forwarded for col- 
lection by the initial bank of deposit are in 
conflict beyond the possibility of reconcilia- 
tion.” Again, “The special situation with 
which we are dealing is controlled by a defi- 
nite rule of law, which it is sought to upset 
by a custom to the contrary effect. It is not 
now necessary to consider the effect of a 
custom which contravenes a settled rule of 
law or the limits within which such a cus- 
tom can be upheld. Decisions upon that ques- 
tion are in great confusion.” 

The language immediately following the 
foregoing brings us point-blank to the doubt 
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previously expressed as to the facts upon 
which the Supreme Court based its decision. 
To the quoted language immediately preced- 
ing the Court adds: “But whatever may be 
the doctrine in other respects, certainly a 
custom relied upon to take place of a settled 
principle of law, and therefore to have the 
force of law, ought to be as definite and 
specific in negativing the principle as the 
law which it assumes to supplant is in affirm- 
ing it.” 

One would gather from this language that 
the Supreme Court not only reverses itself 
with respect to the clarity of the law as ex- 
pressed in state decisions, but also seems to 
be of the opinion that there is no definite 
well-established custom covering the collec- 
tion of out-of-town checks. If we examine 
the opinion in our effort to understand in 
what respects the Supreme Court seems to 
doubt the existence of a clearly established 
custom, we find the following quotation from 
the testimony : 

“When checks are sent with the expecta- 
tion that the bank receiving them will remit 
at once, we call it sending for collection and 
return. When this is done, the bank upon 
which the checks are drawn is expected to 
cancel the checks and charge them to the 
accounts of the drawers and to remit by 
means of its exchange draft or by a ship- 
ment of currency. An exchange draft is 
used more frequently than a shipment of 
currency.” 


Court Falls Into Error 


HE court, however, falls into what we 

perhaps should consider a very natural 
error when it concludes: “It thus appears 
that the custom, if otherwise established, 
does not fix a definite and uniform method 
of remittance.” What the Federal Reserve 
Bank was referring to in its statement was, 
of course, the custom generally adopted by 
Federal Reserve Banks (and by them alone) 
to accept cash in remittance of checks sent 
to country correspondents, such cash to be 
sent to the Federal Reserve Bank at its ex- 
pense, as a concession to member banks which 
protested they could not create sufficient ex- 
change to pay by draft without exacting an 
exchange charge. In this practice of accept- 
ing cash (admittedly not by preference) the 
Federal Reserve Banks had no thought of 
avoiding risks, but rather to assume the cost 
of remittance which otherwise would have 
fallen upon the country banks. 

The simple facts are that no bank, within 
our knowledge, ever sends out by mail a 
check for collection with the request that it 
be remitted for in cash, nor does any country 
bank, with the exception noted, so remit. 
Since the Malloy Case, we have been curious 
to find whether any banker, city or country, 
knows of any such request that has been 
made and acted upon. We have never learned 
of a single case, and it is therefore safe to 
assume that the Supreme Court is without 
any evidence whatever that such is: the cus- 
tom among banks. 

A glaring error, however, in the Supreme 
Court decision lies in that it ignores the fact 
that there is no possible legal way to compel 
a country bank to remit cash (or anything 
else for that matter) even when requested to 
do so. All large city banks are familiar with 
the so-called “black list.” Upon this list are 
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the names of several score of banks which 
refuse to remit at all, by cash or otherwise, 
and if there is any way they can be legally 
compelled to do so, I am not aware of it. 

Among such banks the custom is, upon 
receipt of a check drawn upon them from 
a city bank asking for remittance, simply to 
credit the amount to the city bank and to 
remit at their good pleasure. We have 
known of many cases in which the city bank 
was compelled to send a representative to a 
distant point and demand payment of an 
amount owing for checks. We know of one 
such representative who was given a great 
pile of unwrapped silver, which put him to 
considerable trouble to get it back to his 
bank. When we consider that we are speak- 
ing only of banks that fail or are about to 
fail, the proposition of expecting them to 
remit cash on demand becomes absurd. 

The Supreme Court also states that the 
plaintiffs in the case under consideration 
had no knowledge of banking custom in such 
matters, presumably entertaining the naive 
belief that banks usually insisted upon cash 
payment. While this may be a perfectly 
safe and sound legal presumption, and was 
undoubtedly the proper position for the 
plaintiff’s attorney to take, it is very difficult 
to believe that any bank depositor enter- 
tains any such belief. If a business man is 
so ignorant of business or banking customs 
as to think that all checks which he draws 
on his bank are paid for in cash, should he 
not suffer the penalty of his ignorance of 
business custom as he would should he vio- 
late statute law through ignorance? 

Neither the Supreme Court of the United 
States nor any other Superior Court has ever 
apparently given consideration to the fact 
that the payee of a check has himself, and 
without any question, taken the first step in 
assuming the risk when he accepts from his 
debtor a check instead of cash. It is common 
law that a check is only a conditional pay- 
ment. When the creditor accepts a check, he 
has taken a conditional payment. Rarely if 
ever does he insist upon actual cash from 
an out-of-town debtor. Having accepted a 
check, he can either attempt to collect it 
himself, or give it to his bank to collect for 
him. In making such collection the bank en- 
joys no privileges or rights at law which he, 
the payee, does not enjoy. It does not seem 
logical, therefore, that he should seek to hold 
the bank for doing not only what he has 
already done in principle, ‘but what he would 
also do if he himself should undertake to 
make collection by sending the check through 
the mails to the bank on which it is drawn, 
asking them in turn to remit to him in pay- 
ment. 


Four Parties Affected 


HEN referring to the payee of a check 

we are reminded of the fact that he is 
only one of four parties interested in rem- 
edial legislation. These four are the maker 
of a check, the drawee bank, the payee, and 
the bank or banks which endeavor to make 
collection for account of the payee. The 
present court-enacted common law protects 
only one of these four parties, namely, the 
drawer of the check. If his bank should 
fail before the checks he has drawn upon it 
are fully remitted for, he is protected to 
the extent that he has succeeded in recover- 
ing from his bank one hundred cents on.the 
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dollar of that part of his deposit represented 
by the checks he has used in paying his out- 
of-town debts. The payee is then in the 
position of taking his place with other cred- 
itors of the failed institution, and he imust 
accept whatever dividends the receiver jis 
ultimately able to disburse; that is, always 
providing the lawyer of the payee is unable 
to find a loophole in a bank disclaimer, or to 
convince the Court, as it seems sometimes 
easy to do, that the payee’s bank has been 
guilty of apparent negligence somewhere 
along the line. 

Even the drawee bank is not protected 
under the present law. To illustrate this, we 
may quote the language of the Supreme 
Court in another case, decided a year previ- 
ous to the Malloy case. This decision was 
rendered when a test was being made of the 
constitutionality of the North Carolina law 
which permits banks to remit in exchange 
rather than in cash. Said the Supreme Court 
in that case: “The practice (of presenting 
checks at the counters of drawee banks for 
payment in cash) would, if pursued, neces- 
sarily subject country banks to serious loss 
of income. . . . It would reduce their in- 
come producing assets by compelling them 
to keep in their vaults in cash a much larger 
part of their resources than theretofore. 
That such loss must result was admitted. 
That it might render the banks insolvent was 
clear.” Further, in the same opinion: “The 
only purpose of the statute was to relieve 
state banks from the pressure which, by rea- 
son of the common-law requirement, Federal 
Reserve Banks were in position to exert.” 
Note the use of the word “pressure.” 

Does it not seem odd, if not illogical, that 
the same tribunal of justice would in this 
language in one case make it appear that 
they are of the opinion that the Court-im- 
posed common law works a hardship upon 
banks, and a year later in another opinion 
apparently ignore the fact which sound bank- 
ing practice and economic law readily 
recognize? 


Courts’ Attitude Changing 


unlearned in the ponderous 
and slow-moving processes by which 
the legal body finally is persuaded to accept 
practical business and economic facts might 
ask what further evidence is needed other 
than has been presented in hundreds of cases 
in the past twenty-five years or more to 
prove that custom, practice, equity, justice, 
and economic necessity demand a change of 
attitude upon the part of our superior courts. 
Happily we are not without evidence that 
this change is taking place. For instance, 
we may refer to an opinion rendered by 
Justice Stone of the Supreme Court of 
Minnesota, who in a recent case had this to 
say of the Malloy decision: 

“T concur in the result, but only in defer- 
ence to the opinion of the Supreme Court of 
the United States as expressed in the Malloy 
Case. The major premise of that opinion, 
that a check, draft, or note is payable only 
in money, is true technically but untrue prac- 
tically. It is true only to the extent that the 
holder may demand money if he chooses 
and is entitled to it if he demands it. Under 
modern banking practice, it seems to me 
that the proposition has become untrue in 
every case where the instrument is deposited 

(Continued on page 417) 
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The Relation of Government 


To Business 


By WALTER F. GEORGE 


United States Senator from Georgia 


Legislation Should Be Turned Back Toward the Constitution. 
We Are Resorting to the Stupid Policy of Changing Our Theory 
of Government as Conditions Change. Power to Tax is Nearest 
Approach to Absolute Political Power Under the Constitution. 


ONARCHY limited or absolute 
is based upon the theory that 
common men are incapable of 
self-government and must there- 
fore be regulated in their conduct and busi- 
ness by those in authority. The theory de- 
mands a concentration of power in one man 
or a group of men, and every attempt to 
concentrate power unduly is a step in the 
direction of monarchy. The multiplication 
of governmental boards and bureaus sepa- 
rates the individual from his government and 
limits the power of the individual to obtain 
redress. Monarchy is paternalism. 
Democracy is the antithesis of monarchy. 
It asserts the right and capacity of common 
men to govern themselves. Liberty is in- 
herent in the individual. It is the indefeasi- 
ble :ight of the individual as a responsible 
moral being. Our Constitution is an obvious 
effort not to create but to safeguard the 
liberty of the individual. On its restrictive 
side its main purpose is to preserve those 
immemorial rights of free men held sacred 
as against all government, local as well as 
general. The right of the majority is, of 
course, recognized, but the doctrine that .a 
majority may in all circumstances work its 
will, that whatever the majority at the mo- 
ment wills to do is necessarily wise and right, 
has no place in our system of government. 


Good Business Depends Upon 
Good Government 


URING the World War government en- 

tered into the closest cooperation with 
business and of necessity regulated and con- 
trolled trade and commerce to an extent 
never theretofore attempted. During the 
emergency the abnormal demand for goods 
and the fact that basic raw materials were 
limited and unevenly distributed among the 
nations necessarily pressed government into 
new lines of activity. One result has been 
the growing disposition to set up trade bar- 
riers and to assert the power to regulate, 
suppress or prohibit commerce. The belief 
has also grown that self-government was 
well enough for early Americans, but it will 
not do today. In lieu of adjusting conditions 
to our theory we are resorting to the stupid 
policy of changing our theory of government 
as conditions change. Good business depends 
upon good government. Stability in govern- 
ment is the first condition of good business. 
Laws framed to meet the exigencies of every 


changing condition lead inevitably to polit- 
ical chaos. 

In the creation of statutory boards and 
bureaus the main purpose undoubtedly has 
been not to hinder trade but to facilitate 
commerce and promote industry. The nat- 
ural disposition to grasp power and to ex- 
tend authority has led and will lead to mis- 
chievous and harmful interference in the 
management of private business. Legislation 
of this day should be turned back toward 
the Constitution and the Bill of Rights. 
Self-government means the freedom of the 
individual to direct his life in his own way, 
with the least possible interference from 
any source, general or local. It means the 
maximum of liberty and the minimum of 
restraint. 

Government in America is not reduced to 
the status of the policeman on his beat. We 
have not set up the night-watchman theory 
of government. There must be laws and 
law making. But there must also be a limi- 
tation upon law making. The limitation upon 
government is that it may not control the 
individual in his business or conduct except 
in the interest of the general welfare. The 
individual may carry on his business and 
conduct his affairs without let or hindrance 
and free from the tyranny of petty official- 
dom, so long as he does not encroach upon 
the right of his neighbor and does not jeop- 
ardize.the interest of society. Those who 
make and those who administer laws need to 
be constantly reminded that the best gov- 
erned people are the least governed people. 

Government is free to prohibit corrupt 
business practices and to prevent agreements 
in restraint of trade. The basic principle of 
self-government places upon government the 
imperative duty to stay corruption and op- 
pression in business and to break down every 
restraint in the interest of special classes, to 
the end that the paths of opportunity may 
be kept open. Authority exists to regulate 
and control every business affected with a 
public interest. But every grant of power 
and every rightful reservation of power is 
modified by the implied inhibition against 
the unnecessary and, therefore, oppressive 
use of power. 


Nearest Approach to 
Absolute Power 
HE power to tax, as to the amount of 


the tax, is, perhaps, the nearest approach 
to absolute political power under our Consti- 
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tution. Taxes and government have been 
almost synonymous terms from the begin- 
ning. We have no record of government 
where tribute was not exacted from the gov- 
erned. Every wise ruler has known that the 
power to tax involved the power to destroy 
the productive capacity of his people. While 
the government is not limited as to the 
amount of the tax, the government is limited 
in its purposes, and it may exercise only 
those general powers expressly granted to 
it or necessarily implied from the powers 
thus granted. It must be a sound doctrine 
that government may impose taxes for a 
public purpose only, as distinguished from a 
private purpose, and the amount of the tax 
which the government may levy and collect 
is limited by the necessities of government 
economically administered, confined to its 
proper channels. To employ the power to 
tax for any other purpose is a perversion 
of government and a denial of the basic 
principle upon which our system is founded. 

Taxes are paid from the accumulated 
wealth of the people. Wealth cannot be 
made out of nothing. It must be-created by 
labor. Wealth is the conserved labor of yes- 
terday. So that in the end extraordinary 
taxes must be paid by the men and women 
who toil or there must be a diminution of 
the accumulated wealth and a slowing down 
of the business of the country. 


Taxes Should Be Cut 


E must consider whether our present 

federal tax levy is within its principles 
I have suggested. It is certain that we have 
a surplus in the Federal treasury. An oc- 
casional surplus may not be avoided, but the 
tax levy has resulted in the accumulation of 
a surplus in more than one year. While 
government should live within its income 
and should seek to avoid a deficit or debt, 
the government does not stand in this re- 
gard upon the same footing as the indi- 
vidual. The potential asset of the govern- 
ment is the entire wealth of the people of 
the country with power to take that wealth 
through taxation. 

The reduction of the national debt, of 
course, accords with common sense and sound 
policy. As a result of the war the govern- 
ment expended the enormous total of some 
$40,000,000,000. Approximately $22,000,000,- 
000 of this total have been paid. Much of 
it was paid in direct taxes. Our bonded in- 
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New Responsibilities Face the 
Commercial Banker 


By HUGH H. SAXON 


Vice-President, Continental & Commercial Trust and Savings Bank, Chicago 


Commercial Banking Today Calls for the Application of New 
Investment Principles, the Buying of Securities That Are 
Liquid as Well as Sound and in the Purchase of Which the De- 
positor is Safeguarded. Lure of Quick Profits Must Be Ignored. 


HE commercial banker’s first re- 
sponsibility is not to make profits. 
It’s to safeguard his depositors. 
When commercial banking was 
strictly commercial banking, that is, when 
loans were all short time loans, sixty to 
ninety days or less, it was comparatively 
easy to safeguard depositors, if one had the 
necessary credit experience to determine the 
quality of the commercial credit risk. Of 
course, there were plenty of men in the 
banking business who: did not have such 
training and experience, and this fact in 
part explains why there were so many bank 
failures. There were other reasons, but this 
was part of the story. 

But today commercial banking is not 
merely commercial banking. Commercial 
bankers to an increasing degree have bought 
long time investment securities for the in- 
vestment of their funds. Thus, on June 30, 
1922, 18,232 state commercial banks held in- 
vestment securities amounting to $2,289,487,- 
000, including governments, while four years 
later, June 30, 1926, 16,493 state commer- 
cial banks held investments totaling $3,192,- 
850,000, including governments. So, under 
these changed conditions, we have commer- 
cial banking with a dash of investment bank- 
ing. 

A number of people have recently been 
alarmed over the increase in collateral 
loans and investment holdings by commercial 
banks. I do not share the feeling of alarm 
that has been expressed. But I do feel that 
commercial bankers must put themselves in 
a position to appraise investment securities 
as part of their earning assets and as part 
of their secondary reserve. 


The Old Order Changed 


HE old order of commercial banking has 

changed, at least for a time. The new 
order means new problems to study, but the 
old responsibility continues—the responsi- 
bility of safeguarding our depositors. We 
simply have to face this age-old responsi- 
bility with the application of new investment 
principles. 

Roughly speaking, investment securities go 
up in price when money rates go down, and 
vice versa. This has always been true and is 
likely to be throughout the rest of our life- 
time. When money is easy and _ security 
prices are rising, there is always the tempta- 
tion to speculate with bank funds—that is, 
buy investment securities with an idea of 


making a profit. The only trouble with such 
procedure is that most of us are not able to 
foretell exactly what is going to happen to 
the money market, and none of us has the 
right to speculate with depositors’ money if 
we are going to adhere to the cardinal prin- 
ciple of commercial banking—safety first 
for depositors. 

So far as I know, there is no mechanical 
forecaster that will tell us when to buy in- 
vestment securities and when not to buy 
them, or when to sell them. One of my econ- 
omist friends tells me that there never has 
been a decline in the securities market when 
prime commercial paper rates have not stood 
above 434 per cent for more than a seasonal 
period. But as for blast furnace tests or 
any one of the thousand and one mechanical 
forecasters, I take no stock in them, and 
maintain the old, conservative position that 
when a banker is buying investment securi- 
ties he should buy them as investments and 
not for a quick profit. 


Shopping for Securities 


HILE it is true that investment secu- 

rity prices move inversely with money 
rates, and that when investment securities 
are rising all investment securities tend to 
follow the procession, still it is also true that 
some investment securities move more rap- 
idly than others, and they do not all move 
at the same time. Some even break loose 
and run in the opposite direction from the 
course of the big parade. So, as a com- 
mercial banker looking into the matter of 
investment securities, I find it necessary to 
ask and get answers to certain questions just 
as if I were the ordinary bond buyer: What 
is the capital structure of the borrower? 
What is the earning record of the company 
over a period of years? What is the quality 
of the management of the concern? What 
are the conditions in the particular line of 
business, if the security is an industrial one? 
What have been the conditions in the past 
and what are the future prospects of the in- 
dustry? These questions, at least, must be 
answered to my satisfaction before I feel 
that I can invest some of our depositors’ 
money in the particular security. 

Frankly, I do not believe that most com- 
mercial bankers are equipped to answer these 
questions on their own. I know I am not. 
And I feel sure that the best way is the 
normal way, namely, to establish investment 
barking relations with a high-grade, or sev- 
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eral high-grade, security houses which can 
provide us with detailed analyses. Then we 
must use our own best judgment. Few men 
have the power to judge 100 per cent ac- 
curately all of the time, and I know of no 
cut-and-dried rule to follow. It is no pro- 
fessional secret that every banker at some 
time in his career has rejected loans that 
later turned out to be perfectly good, and 
conversely, has made loans which he felt at 
the time of making were sound, but which 
later turned out to be sour. But the prize 
comes to him who makes few losses, and we 
cannot yield to the lure of high interest rates 
without facing a hazard. The temptation for 
profits is great, but we must remember— 
safety first for depositors. 

Of course, the nub of the whole matter 
of safeguarding depositors is the age- 
old question of liquidity. Lt is our first job 
as commercial bankers to keep our assets 
sufficiently liquid. The question of market- 
ability also enters here, but the bond that 
is marketable today may not be marketable 
six months from now. 

We know about our primary reserves and 
the regular requirements regarding these, 
but when it comes to secondary reserves we 
have the ‘nice problem of not only getting 
the right kind of securities but also getting 
them with the right maturity dates. 

We know that we are going to have sea- 
sonal requirements, and we therefore buy 
short time bonds or commercial paper to 
meet these requirements. But even in the 
case of our long time security holdings it 
is desirable for us to have maturities ar- 
ranged so that year in and year out the se- 
curities that we buy in the expectation of 
holding to maturity will give us an inflow 
of funds regularly and at desirable intervals. 

In other words, it would not do to load 
up with everything maturing in, say, 1940 or 
1945, because we cannot foresee what condi- 
tions will be in that particular year. We 
should have our maturities spreading over a 
period of years. 


Building Up An Account 


PROPER investment account for com: 

mercial banks cannot any more be built 
up in a year than can an acorn grow into an 
oak in that period. I would not attempt to 
lay down a formula or strict rule or even 
to suggest how much of certain classes of 
securities should be held in your portfolio, 
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The National Bank Division 


Annual Meeting Saddened by the Death of the President of 


the Division. 


Address in Which He Predicted a Prosperous 


Era for National Banks as the Result of the Enactment of the 
McFadden-Pepper Bill Is Read. E. A. Onthank Heads Division. 


E session of the National Bank 
Division at the Houston convention 
was saddened by the announcement 
by Vice-President E. A. Onthank of 

the death of the President, Charles W. 
Carey of Wichita, Kan. The members of 
the Division stood one minute in 
silent tribute to Mr. Carey, and 
Mr. Onthank then read the ad- 
dress which had been prepared 
by Mr. Carey, as retiring Presi- 
dent, for delivery before the Di- 
vision. It was as follows: 

“The year 1927—now drawing 
to a close—marks an epoch in 
the history of the National Bank- 
ing System. Without disturbing 
the tried and sound fundamental 
principles laid down for its guid- 
ance more than sixty years ago, 
new life was injected into it by 
the enactment of the McFadden- 
Pepper Bank Law. This achieve- 
ment, after several years of ef- 
fort, is a source of great satis- 
faction. Thus made more effec- 
tive, and with its field of activ- 
ity measurably broadened, the 
National Banking System, sup- 
ported by the Federal Reserve 
System, is acknowledged today by 
leading financiers of the world as 
the peer of all financial systems. 

“It is proper that acknowledg- 
ment be made to those who as- 
sisted in the work incident to the 
modernization of this law. First 
must come Honorable L. T. Mc- 
Fadden, to whose untiring zeal 
the major credit must be given 
for what has been accomplished. 
A just tribute and a_ highly 
proper one at this time is to ac- 
knowledge the obligation of this 
Division to him. Grateful ac- 
knowledgment must be made also 
for the assistance rendered by the 
Treasury Department of the 
United States, and particularly 
the Comptroller of the Cur- 
rency, Mr. McIntosh. Likewise, 
the Federal Legislative Commit- 
tee of the American Bankers As- 
sociation was very helpful, and 
thanks are due also to many individual bank- 
ers who contributed so generously of their 
time and their ability to secure enactment 
of this law. 


An Optimistic Outlook 


66@O much has been written in ex- 

planation of the McFadden-Pepper 
bank act that it is not necessary at this 
time to point out or specify the numerous 


advantages it carries. However, most grati- 
fying and worthy of special mention is the 
change in the attitude of the banks them- 
selves toward the Federal Reserve Act and 
the preservation of our National Banking 
System. For years national bankers viewed 


E. A. Onthank, President Safety Fund National Bank, Fitch- 
burg, Mass., incoming President of the National Bank Division 


with disquieting thoughts the spectacle of 
prerogatives being swept away one by one, 
and their ability to serve their clients fully 
being gradually lessened. They looked with 
alarm upon the growing disparity between 
the powers of state banks and those of na- 
tional banks and the consequent narrowing 
sphere within which the latter were com- 
pelled to operate. 

“Happily, however, this situation has 
changed, and the future of our National 
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Banking System is now more completely 

assured. Already the denationalizing of na- 

tional banks has ceased, and some of the 

largest and most powerful state banks, not 

theretofore members, have entered the Fed- 

eral Reserve System, and an increasing num- 
ber of state banks have been con- 
verted into nationals. Therefore, 
we have a great deal to congratu- 
late ourselves upon today, and we 
may well feel that a distinct ad- 
vance in national banking has 
taken place during the current 
year. 

“In the field of the fiduciary, 
too, considerable progress is 
noted. More than one-fourth of 
all national banks now hold per- 
mits to exercise trust powers and 
to maintain trust departments. 
Latest reports show that out of 
approximately 7800 national 
banks 2300 have been authorized, 
and that more than one-half of 
that number are engaged in the 
performance of actual trust 
work. This is a very creditable 
showing and indicates satisfac- 
tory progress. 


Unusual Opportunities 


advisability of enter- 
ing the fiduciary field be- 
comes more apparent each year. 
It offers an unusual opportunity 
to the national bank which will 
properly equip itself to handle 
the work in a successful way. 
Likewise, it makes available to 
the public a service the value of 
which is more generally recog- 
nized today, and which by its very 
nature is destined to be availed 
of by an infinitely greater pro- 
portion of our people. Trust de- 
partments of national banks func- 
tioning under laws enacted by the 
National Congress, and under 
regulations laid down by the 
Treasury Department of the 
United States subject to rigid 
Federal and state examinations, 
and guided by the experience and 
business judgment which has characterized 
other phases of national banking, should 
continue to attract. 

“In addition to the acknowledged greater 
efficiency of corporate administrations, the 
costs of such make a strong appeal. They 
are shown to be considerably lower than 
the average incurred by individuals. The 
availability also of» the national bank in a 
trust capacity attracts favor. There are 
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Making Investments for Banks 


By H. C. NICHOLSON 


Vice-President, Packers National Bank, Omaha, Neb. 


Position of a Commercial Bank Has Undergone a Change As 
More of Its Deposits Are Not Payable on Demand. Portfolios 
of Banks Contain More and More Bonds and Other Purchased 


Investments. Speculation in Securities Entirely Beyond Province. 


ORMERLY cash and strictly com- 

mercial loans were recognized as the 

only good bank assets. Today there is 

found in the portfolio of nearly every 
banker a round amount of purchased invest- 
ments. By this name we shall know call 
money, acceptances, commercial paper and 
bonds. 

In recent times the position of a com- 
mercial bank has undergone some change. 
Ten years ago 93 per cent of the deposits 
were payable on demand. Today more than 
one-quarter are on time. Today there is 
at our command the rediscount privilege 
of the Federal Reserve System. The ne- 
cessity for quick assets in such a large 
ratio has passed. National legislation has 
recognized the changed conditions and has 
materially reduced legal reserve require- 
ments.. Idle funds must go to work. Such 
funds may be loaned to our worthy bor- 
rowing customers, or they may purchase 
investment securities. The customer’s loan 
needs little comment, as it constitutes the 
primary function of banking. The pros- 
perity of the bank depends upon the good 
will of its customers, and they must be 
served. However, the experience of the 
past few years has taught that there is 
safety and stability in the diversification of 
the class of our loans and investments. 


The Secondary Reserve 


WE build up our defenses as weak places 
appear in our financial structure. Thus 
has developed the so-called secondary re- 
serve. It is the investment of surplus funds 
in high grade, quickly marketable bonds, 
and in short time, self-liquidating paper that 
is eligible for rediscount. Such _ invest- 
ments occupy a midway position, both in 
interest return and liquid character, con- 
ceding something of one virtue for benefit 
in the other. And the safety of the in- 
vestment and its stabilizing influence is en- 
tirely compensating. The exact amount of 
this secondary reserve, and its proper ratio 
to local loans, varies with geographical lo- 
cation and seasonable conditions. The an- 
swer can only be obtained by a careful 
analysis of the individual bank. It has been 
suggested it should at all times at least 
equal the legal reserve requirement. 

Call loans, acceptances and commercial 
paper have some advantages over bonds, 
namely, comparative nonchalance in making 
the individual selection, and relative free- 
dom from attention during the life of the 
investment. They suffer no loss from de- 
preciation. In call loans and acceptances, 
the loss occasioned by default has been neg~ 


ligible. The average annual loss in com- 
mercial paper is less than one-fiftieth of 1 
per cent. These three classes of invest- 
ments will be treated briefly. 

Funds put out on the call money market 
are well protected by highly negotiable col- 
lateral, and by their very nature are ex- 
tremely liquid. At a 4 per cent rate, they 
net 3.80 return. 

Trade and bankers’ acceptances enjoy a 
wide market, have sound security, are ad- 
mitted to discount by Federal Reserve banks 
within ninety days of their maturity, and 
at present yield about 3% per cent discount. 
They are two-name paper and are exempt 
from the limitations of the act prohibiting 
national banks from loaning in excess of 
10 per cent to any one person or firm. They 
are an excellent medium of investment, 
though their merits are not universally ap- 
preciated. 

The purchase of commercial paper has 
become sound banking practice, because it 
fulfills several fundamental requirements. 
It is a safe, self-liquidating form of short- 
term investment. The return is fixed and 
definite, and is in the form of discount. It 
is rediscountable in the Federal Reserve 
bank. Its face value does not fluctuate. 
Records show if all commercial paper names 
were purchased indiscriminately without 
credit investigation, buying banks would 
have lost only twenty cents on each $1,000 
purchased. The commercial paper market 
has had a great development in the past 
twenty years. The panic of 1907 estab- 
lished such paper as a desirable investment. 

So much for the short-term paper. Each 
class qualifies without reservation as an ex- 
cellent medium for the employment of sur- 
plus funds, and in the maintenance of a 
secondary reserve. 


The Characteristics of 
Ideal Investments 


HE ideal investment is recognized by 

certain characteristics: security of prin- 
ciple, equitable income return, and wide, 
active marketability. It should be accep- 
table for rediscount and collateral purposes; 
be exempt from direct taxation and have a 
good chance for appreciation. Bonds pos- 
sess these qualities in varying degrees. Ob- 
viously they cannot exist to a high de- 
gree in the same investment. A bond that 
is thoroughly safe will not return a high 
rate of interest, and at the same time have 
a broad market. Consequently, such in- 
vestment should be arranged so that these 
qualities are combined in proper propor- 
tion. The bond which fulfills more of these 
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requirements than any other investment se- 
curity naturally stands in a class by itself. 
It is the obligation of the United States 
government. It typifies the utmost in safety. 
It commands a broad market. It is the 
only bond acceptable for collateral purposes 
in the Federal Reserve banks. It enjoys 
certain tax exemptions. It has shown some 
remarkable price appreciation in the past, 
and it is an easy assumption that the re- 
mote maturities will show compensating ap- 
preciation in the future. The interest re- 
turn on such an outstanding type of in- 
vestment is, inevitably, the lowest of any 
bond. The ideal foundation for any in- 
vestment fund is the Liberty bond and the 
Treasury Certificate. 

Municipal bonds differ as do the mag- 
nitude of the stars. For which reason a 
discussion of them will necessarily be very 
brief. They are generally tax exempt, which 
is their outstanding characteristic. Their 
income return will vary inversely with their 
security and their marketability. 

Foreign dollar bonds enjoy some popu- 
larity on account of the differential in yield 
between them and domestic bonds of com- 
parable security. Foreign government bonds 
are alike in one respect; the bondholder en- 
joys no real security, except the good faith 
of the borrowing nation. The performance 
of a domestic corporation may be enforced 
by legal procedure, but against a for- 
eign government such remedy is not avail- 
able. Two factors then determine the credit 
rating of a nation—its will to pay and its 
ability to pay. It should have a stable form 
of government and be likely to continue so. 
It should be free from internal and external 
conflict. It should balance its budget. It 
should have a currency based on a metal, 
preferably gold. Its debt record should be 
good. Our own economic conditions since 
the World War have led us into foreign 
investing on a large scale. We have changed 
from the world’s greatest debtor to its 
leading creditor. This new policy requires 
careful study to judge accurately the in- 
dividual foreign credit position. The ob- 
ligations of those countries with a good 
credit record and a prospect for peaceful 
prosperity constitute a bank investment that 
is safe and otherwise desirable. 


The Corporation Bonds 


ORPORATION bonds may be divided 
into three classes: railroads, public util- 
ities and industrials. 
Thanks to efficient management, railroad 
bonds have returned to public favor. Twenty 
(Continued on page 425) 


A Way Out of the Tax Problem 


By THORNTON COOKE 


President Columbia National Bank, Kansas City, Mo. 


Would End the Conflict Between State and Federal Laws. Seems 
to Work Fairly Well in Most of the States That Have Adopted 
It. Provides for Equality. It is Flexible and Capable of Adjust- 


ment to Varying Requirements. 


HE power to tax is the power 

to destroy.” To make sure that 

no local jealousies or misapplied 

theories of state rights should tear 
down the national banking system, Congress 
very early provided that the states must not 
tax the shares of national banks more than 
other moneyed capital. For more than half 
a century that provision, contained in Sec- 
tion 5219, Revised Statutes of the United 
States, has been a national safeguard against 
excessive taxation not only of national but 
of state banks; for, of course, if the states 
could not tax national bank shares more 
than bonds or mortgages or other moneyed 
capital, they would not tax state bank shares 
appreciably more. 

This winter tax commissioners of a num- 
ber of states will probably attack this safe- 
guard in Congress. It is practically all the 
safeguard there is against destructive bank 
taxation. 

What the tax commissioners want is to 
have Congress to amend Section 5219 so 
that the states may tax national bank shares 
as highly as they please if they tax state 
bank shares to the same extent. Other com- 
peting moneyed capital would no longer be 
the criterion. They asked for such a change 
once before and were unsuccessful. Why 
is it that they plan to ask again? To tell 
why it is necessary to go into some details 
of tax legislation; but the facts will not be 
found tedious or dry, for taxation is one of 
the most important elements of our bank 
expense budgets, and controllable only if we 
understand tax legislation well enough to 
argue our own cause. 


Tangible Subjects of 
Taxation 


yet limitation upon the taxation of na- 
tional banks was not criticized for many 
years. But economic progress created wealth 
in many forms, and there came to be men 
of large means who owned relatively little 


tangible property. The flour mill, for in- 
stance, was no longer a small water-power 
affair owned by the miller himself, but a 
structure costing a million to build and equip, 
much of the million furnished by hundreds 
of people who had bought its bonds. Bonds 
are easy to hide and will be hidden if we 
try to tax them like real estate. Many of 
the states, therefore, began to tax bonds and 
other forms of credit at rates much lower 
than those imposed upon tangible property. 
Now bank shares are classed economically, 
along with money, notes and the like, as 
intangible, but as subjects of taxation they 


are very tangible indeed. The assessor has 
only to refer to our own published reports 
to find out the amount of our capital, sur- 
plus and undivided profits. It was only 
natural, therefore, that most states continued 
to tax banks in the old way, on the sum of 
their capital assets, even when taxing so- 
called intangibles only one-fourth or one- 
half of one per cent of their value. But, 
as to national banks, this discrimination was 
unlawful, and the Supreme Court of the 
United States so held six years ago in the 
famous Richmond case. 

The tax commissioners of those states 
where low rate taxation of intangibles was 
in vogue then sought to have Section 5219 
amended so as to permit: the states to tax 
national bank shares as high as they pleased, 
no matter how low the rates were for in- 
tangible property, so long as state bank 
shares were taxed as high as national. The 
American Bankers Association opposed such 
amendment, and, by way of compromise, the 
law was changed in 1923 to permit the states 
to tax national bank shareholders on their 
dividends, or the banks on their incomes, or 
to continue to tax the shares as theretofore. 
No state could use more than one of these 
three methods of taxation. Now, in the 
state of New York all corporations but banks 
were already taxed in proportion to their in- 
come, and the banks desired to be taxed 
likewise. But the legislature would not agree 
to that, because it could not, as Section 5219, 
Revised Statutes of the United States, stood 
after the amendment of 1923, make the 
taxation of banks and other corporations ex- 
actly equivalent. These other corporations 
were paying to the state excise or franchise 
taxes equivalent to taxes upon income that, 
under Federal statutes, would have been ex- 
empt from taxation directly as income. The 
distinction between taxation upon income and 
taxation according to’ income or measures 
by it is technical, and it is not necessary to 
go into it here. There is such a distinction, 
and I refer to it merely in recalling how 
this Section 5219, in which is the chief na- 
tional safeguard against discriminatory taxa- 
tion of banks, assumed its present form, 
and what it is worth to the banks and the 
country. 


Four Alternatives 


HERE was a further reason why New 

York state would not establish income 
taxation of banks until this famous Section 
was again amended. Not only were other 
corporations subject to income taxation, but 
their shareholders were also taxed on their 
dividends, a duplication expressly prohibited 
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Issue Is of Grave Importance. 


in the case of national banks. With the 
assent of committees of the American Bank- 
ers Association and of the National Tax 
Association, Section 5219 was last year again 
amended so that, as stated by Thomas B. 
Paton, our General Counsel in the AMERICAN 
BANKERS ASSOCIATION JOURNAL for April, 
1926, it now 


“provides four alternative exclusive methods for 
taxing national banks, viz.: 


(1) Taxation of the shares as heretofore. 

(2) Taxation of the dividends as personal in- 
come as heretofore. 

(3) Taxation of the bank on net income, as 
heretofore, and 

(4) Taxation of the bank, according to or 
measured by net income. 


“The adoption of any one of the above methods 
excludes the other three with an exception. That 
psn, rn is to accommodate states which tax per- 
sonal income and also impose corporation franchise 
or excise taxes. The bill is designed to permit the 
taxation of national banks and dividends to their 
shareholders in such states to the same extent as 
said states tax corporations and their stockholders 
upon their dividends as personal income.” 


So much for the history of one taxation 
safeguard. There is another, of course, in 
the fourteenth amendment. It is important, 
and the Supreme Court of my state, Mis- 
souri, has just held that it prevents the 
assessment of bank shares at full value and 
other property at 75 per cent. The four- 
teenth amendment, however, will rarely 
affect bank taxation problems so funda- 
mentally as Section 5219. To amend the 
latter as some state officials want would 
take the lid off. 


A Concrete Illustration 


CONCRETE instance will show why 

there is likely to be such a movement 
to amend. The United States Supreme Court 
in February of this year held that the Minne- 
sota three-mill tax on money and credits, 
and the even lower tax on mortgages, 
amounted to discrimination, and invalidated 
the taxation of national bank shares. The 
court found that large amounts of capital 
invested in bonds and mortgages, not only 
by corporations but by individuals, were 
competing with national banks. This deci- 
sion makes it necessary for Minnesota and 
other states that have preferential tax rates 
for money and credits to advance those rates 
or tax banks on their incomes, as I shall 
explain later. Wisconsin, whose provisions 
for taxing national bank shares were held 
invalid at the same time the Minnesota 
case was decided, and for practically the 
same reasons, has already enacted an in- 
come tax for all banks. On the other hand, 
the officials of some states would like to 
keep their tax systems intact by inducing 
Congress to amend what I have called our 
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chief national safeguard against excessive 
bank taxation, so that bank taxes should not 
be limited by the taxes levied upon moneyed 
capital in the hands of other corporations 
or of individuals. Then, it seems to me, 
there would be no effective safeguard left. 

Or would there? This limitation would 
remain, that national banks could not be 
taxed higher than state banks. Is not that 
enough? Well, what do you think such a 
limitation would amount to in your own 
states? I am thinking particularly of those 
states, and they are the great majority, where 
the banks are still under the general prop- 
erty tax. 

Where have your state and local taxing 
authorities been wont to look when they 
wanted more money to spend? Haven't they 
looked your way? Haven’t they advanced 
your assessments just as far as they legally 
could? Of course they have. I don’t mean 
by this statement to blame them; they have 
mistakenly felt, I suppose, that bank stock 
owners were rich and could afford to pay 
on very large assessments. I want you to 
consider, however, what would happen if 
Section 5219 of the Revised Statutes were 
amended as proposed. 

Does it not seem clear that in most states, 
if the taxes imposed upon state banks and 
trust companies were the only limit upon 
the taxation of. national banks, the authori- 
ties would simply put all banks into a class 
by themselves for the purpose of taxation 
and levy upon the banks a very large part 
of the taxes required to meet the constantly 
increasing needs of state and local govern- 
ments? If in some states it would be nec- 
essary first to amend the constitutions, that 
would certainly be done. 


Excessive Taxation and 
Bank Failures 


HAT would be the effect of such in- 

crease of bank taxation? All banks 
would have greater incentive than ever be- 
fore to keep their capital and surplus small, 
and depositors would have less protection 
than is their right. You all know that this 
tendency has been at work already and that 
excessive bank taxation has had something 
to do with bank failures. And, even if it 
does not fail outright, no bank or other busi- 
ness is likely to be strong and useful if it 
does not make reasonable profits. 

But what business is it of the Federal 
government to limit state and local taxa- 
tion? Well, as to national banks, certainly 
the government has an interest. National 
banks are still agencies of the government, 
and make up by far the largest proportion 
of the membership of the Federal Reserve 
System. Congress should not allow their 
profits to be minimized and their capital 
curtailed, as they surely would be in many 
states if it became possible for the legisla- 
tures to tax banks by themselves. The argu- 
ment of local convenience must give way 
to the argument of national welfare; we 
must not weaken our national banks. 

Yet we cannot simply obstruct. While 
some money can be saved by efficiency in 
public administration and economy in public 
expenditure, taxes in the aggregate are not 
likely to come down. Why did they go up? 
We are undertaking in a public way to do 
things that we did not attempt to do govern- 


mentally or as communities a few years back, 
and we have since expanded beyond antici- 
pation such enterprises as were already func- 
tions of state and local government. 


Largest Single Item of 
Farm Taxes 


DUCATION, largely teachers’ wages, is 

the largest single item in farm taxes. 
A Kansas cattleman complained to the writer 
one day that the taxes on his ranch had been 
raised in order to send out a bus each morn- 
ing to bring the children of the township 
to school. And on the same day a rich city 
resident dropped in to complain because 
money was being spent in the new high 
school for a swimming pool and a gymna- 
sium. But are we likely to take swimming 
and athletics out of our educational pro- 
grams? Or cooking? Or sewing? Or car- 
pentry? The teaching of these subjects costs 
money—money that we did not have to 
spend a few years ago. 

The cost of state and local government 
is not likely to fall. Taxpayers do not 
really want it to fall. Agricultural experi- 
ment stations? How, without them, should 
we learn how to conquer the corn borer, 
the cotton weevil and the other insects that 
contend with the human race for the prod- 
ucts of the earth? Inspection of milk and 
other foods? Water supplies and sanita- 
tion? Hospitals? The decline in the rate 
of deaths from typhoid and tuberculosis— 
the lengthening of the span of life—all are 
worth the taxes they cost. Roads, bridges, 
street paving? We want more of them. 
Lighting? How could we face the crime 
wave if lights were curtailed? No, more 
money must be raised instead of less, and 
while it would be against the public welfare 
to load more taxes upon banks and so 
weaken the custodians of the nation’s liquid 
capital, we cannot content ourselves with 
saying: We can’t pay more. We should 
point out how the additional public revenue 
that will undoubtedly be needed can best 
be raised. If we do not point out the way, 
and convince our respective legislatures that 
it is the right way, we must not be sur- 
prised if they stick to the theory some of 
them so evidently hold, that the capital of 
the banks is the easiest source of revenue. 

Generally speaking, the farmer should not 
be asked to pay more taxes for some years 
to come. Proportionately, the farmer’s as- 
sessment has grown most during the period 
of rising state and local expenditures that 
have followed the war. Bank assessments 
were already so high that relatively they 


_could not be raised so much as farm levies. 


Farm taxes per acre increased 126 per cent 
from 1913 and 1914 to 1921 and 1922. In 
Kansas, from 1913 to 1923, the price of land 
per acre went up 28 per cent, while taxes 
increased 132 per cent. Land prices are de- 
cidedly lower now than four years ago, but 
taxes have come down only a little. 

A witty French financier, Colbert, said 
more than 200 years ago that the art 
of taxation consisted in plucking the goose 
with the least squawk. If that is so, we 
must change our system. We are getting 
too much squawk from two important classes, 
the farmer and the banker. 

Where can our states and cities get the 
additional revenue modern administration 
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demands? That is a tremendous questi 
that must be left to each state itself. S., 
states have supplemented their general t:; 
with specific taxes on ore mined, oil tak 
from the wells, or timber cut. Others 
the sales of gasoline and tobacco. Al} 
motor vehicles at the annual registration. 
One taxes theater admissions. 


The Income Tax for Banks 


OR a solution of the problem in a large 

way, can we find anything better than 
the state income tax? For the banks, that 
would be the ideal way out of conflict be- 
tween state and Federal laws. Massachu- 
setts put all banks upon the income hasis 
of taxation under the amendment of 1923 
to Section 5219. New York followed aiter 
the amendment of 1926. Wisconsin followed 
this summer, and more states ought to wel- 
come the opportunity to establish this just 
plan of bank taxation and so avoid the liti- 
gation that banks in so many states will 
otherwise be compelled to undertake to over- 
come the injustice of unequal assessments 
under the general property tax. Especially 
should states that desire to tax intangibles 
at low rates consider income taxation for 
banks. So long as they impose substantially 
equal income taxes upon all the corporations, 
including banks, there is nothing in Section 
5219 to prevent their fixing as low rates as 
they please upon moneyed capital in the 
hands of individuals. 

The state income tax seems to work iair- 
ly well in most of the states that have 
adopted it. In a few states business men 
are reluctant to consider its establishment 
for fear that industries would then locate 
elsewhere. No state wants to handicap it- 
self in business competition. But if the 
advantages evident ‘in the income tax from 
many points of view should lead many states 
to adopt it, there would be no question be- 
tween them of advantage or disadvantage 
by reason of their tax systems. 

The chief argument for the income tax is, 
of course, its equality. Another is its flexi- 
bility. More readily than any other tax, 
it can be adjusted to the varying require- 
ments of the public service. 

Even the United States could never have 
fought the war if its sudden financial re- 
quirements had fallen upon one class alone. 
And it was the use of the principle of rais- 
ing revenue from and according to income 
that filled the gap in the nation’s revenues. 

It is perfectly evident that the problem 
of bank taxation will not be solved except 
by the solution of taxation in general. All 
of us are learning that the old general prop- 
erty tax system has been too long an in- 
citement to evasion, a penalty for success 
and a brake on progress. Bankers are bet- 
ter informed upon the subject than many 
other citizens, but all of us need far more 
information than we have. We cannot know 
what is going to happen to us in the mat- 
ter of taxation unless we study out general 
trends and shape them into what we con- 
ceive to be for the best interests of our 
business and the common good. Our state 
and local governments are going to spend 
more and more money. That money can 
be raised in a way to hamper industry and 
destroy prosperity, or it can be raised with 
justice and with hardships that will be in- 

(Continued on page 420) 
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How to Use a Financial Statement 


By M. H. CAHILL 


President, Utica National Bank and Trust Co., Utica, N. Y. 


Offering an Intelligent and Complete Analysis of Assets and 
Liabilities, It Should Furnish an Accurate and Complete Pic- 
ture of a Particular Business. Balance Sheet Should Be Ac- 
companied by an Operating Statement. Most Important Items. 


HE purpose of the financial state- 

ment is to furnish an accurate and 

complete picture of a particular 

businéss, which can be used as the 
basis for procurement of desired credit. It 
is supposed to be and should be an honest, 
accurate, complete, intelligent analysis of 
assets and liabilities, which should show on 
its face the soundness or unsoundness of 
the particular credit applicant. 

The financial statement from a theoreti- 
cal standpoint is simple enough. It is its use 
which is the complex part of the proposition. 

Before we can intelligently analyze or 
use the financial statement, it is necessary 
that we have a elear and definite con- 
ception of credit. In other words, we should 
know why and how we are going to use 
the financial statement. 

The definition of credit, of course, as we 
understand the term, is that name given to 
the transaction whereby the delivery of 
money, merchandise or other consideration 
is made upon the premise of future pay- 
ment. Credit is the greatest asset in the 
world because it is the basic foundation upon 
which all commercial, industrial and finan- 
cial activity is carried on. 


What Credit Is 


— is a very delicate proposition 
and one that is more easily destroyed 
than created. Someone has aptly described 
injured credit likened to a beautiful piece 
of broken porcelain. You might glue it 
together again and it might look just as 
good as new, but the cracks are there, and 
you cannot forget that it was broken. 

Credit is based upon confidence, confi- 
dence in man’s resources and ability to pay, 
confidence in his character, capacity and 
integrity, confidence in the stability of the 
locality wherein he conducts his business. 

Credit-making is an estimate or opinion 
of future business conditions and of the 
ability of business men to carry out success- 
fully their business contracts. The man 
who buys on credit, therefore, is basing his 
entire success upon the anticipation of fu- 
ture profits. Therefore, the banker who 
sells credit must have the ability and vision 
to correctly foresee and analyze these par- 
ticular conditions which are going to bring 
forth the profits in the transaction that he 
is called upon to finance. 

In my opinion the problem which con- 
fronts every credit officer is threefold: 
First, he must by investigation satisfy him- 
self that the credit applicant has sufficient 
current resources to insure the payment of 
the loan when due; second, he must fur- 


ther satisfy himself that future business 
conditions from an economic standpoint, 
which affect this particular transaction, are 
going to be such that he is justified in the 
belief that this particular transaction can 
be carried out successfully; third, he must 
investigate and satisfy himself of the char- 
acter and capacity of the individual or in- 
dividuals involved to the extent that he 
may decide in his own mind and to his 
own satisfaction, not only that they can 
carry out this particular transaction or ob- 
ligation, but that they will carry out this 
obligation. 

One may ask how are we going to un- 
cover sufficient facts to warrant sound con- 
clusions on these three points? Of course, 
the scientific method to pursue in the investi- 
gation of any subject is to reduce it to its 
simplest elements and by examination de- 
termine why and how these elements are 
related, and thus detect the laws and rules 
governing their relations. 

Every activity of life, whether it is or- 
ganic, social or economic, is governed by a 
set law, natural or otherwise. Natural law 
has been defined as generalization of facts, 
a generalization deduced from a multitude of 
facts, all of which point to one conclusion, 
and we are told that science does not con- 
sist merely of the securing of a large num- 
ber of facts any more than the piling of 
stones means architecture, but rather of the 
detection of principles which govern par- 
ticular elements. That is a pretty good 
rule to follow so far as a credit investi- 
gation is concerned. In other words, the 
credit investigator is not supposed merely 
to collect a great mass of heterogeneous 
facts, but rather to be able to classify and 
organize the facts at his disposal in order 
that they may point to certain definite con- 
clusions which will give him a sound basis 
for his conclusions so far as this credit is 
concerned. That, to my mind, is where 
the financial statement comes in. 


The Two Parts 


Seer financial statement, when properly 


and honestly constructed, should fur- 
nish sufficient facts for every credit officer 
to reach a definite conclusion as to the first 
problem—that of the financial condition. 
The statement should consist of two parts 
—the balance sheet, which should contain 
in detail current and capital assets and cur- 
rent and capital liabilities, and the operating 
statement, which should have in detail in- 
come and expense, profit and loss. While it 
is not possible for me to define or analyze 
each particular item on a balance sheet, there 
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are, however, three items which I regard 
as the most important items on any balance 
sheet. 

To my mind, the three most important 
items on a balance sheet are the surplus, 
bills receivable and inventory. The surplus 
account should be clearly determined to have 
as specific a meaning as any item on the 
balance sheet. It should represent always 
an actual net balance of profits over and 
above all necessary and proper reserves, be- 
cause only in this way can it be a true 
index of the real condition of the particular 
corporation, and that is what it is supposed 
tobe. 

In my opinion the most dangerous item on 
any balance sheet from the credit officer’s 
standpoint is bills receivable. Why? Be- 
cause it is frequently used as a place where 
putrid assets are carefully and cleverly con- 
cealed. We should, therefore, thoroughly 
analyze the item bills receivable to deter- 
mine, for example, what portion is repre- 
sented by current bills for merchandise sold 
which are not yet due, what portion repre- 
sents past due and disputed claims, and par- 
ticularly what portion represents overdrawn 
accounts of officers. The importance of that 
particular item was impressed upon me re- 
cently. I was called upon to analyze the 
financial statement of a corporation which 
had total resources of something like $600,- 
000. Upon carefully analyzing the item bills 
receivable, which were very heavy on this 
particular balance seet, I discovered that 
$200,000, or a third of the entire resources of 
the corporation were represented by two 
notes due from two officers of the particu- 
lar corporation. The balance sheet at first 
glance showed an excellent condition theo- 
retically but with a third of its assets due 
from officers of the company in bills re- 
ceivable, it did not look so good. 


Determining Book Value 


NVENTORY is another particularly im- 

portant item, and should always be care- 
fully analyzed to determine how book value 
is arrived at; in other words, whether it in- 
cludes administrative and selling costs, or 
whether merely manufacturing costs. It 
should be also carefully analyzed to deter- 
mine whether or not the goods represented 
on that item are current goods or whether 
they are carried over goods, which are out 
of style. The banker should get as accurate 
as possible an estimate of the actual liquida- 
tion value of inventory, and if he fails to do 
so serious consequences may result. 

If an analysis of these particular items 

(Continued on page 403) 
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The Savings Bank Division 


The Change in Attitude Relative to Investments of Customers. 
Protection of the Public from Sellers of Worthless Securities. 
Stephen I. Miller’s Warning of the Dangers of Too Much Com- 
Failure to Recognize the Fundamentals Revealed. 


petition. 


N his address as President of the Sav- 

ings Bank Division, W. R. Morehouse, 

vice-president of the Security Trust 

& Savings Bank of Los Angeles, made 
reference to the change which had taken 
place in the attitude of the banks toward 
the investments of customers. 

“Five years ago,” he said, “if you gave 
any advice at all, it was the sort 
of advice that we did not care 
to give aloud. We preferred to 
whisper it rather than shout out 
loud. If the customer was deaf, 
he did not get any of it. 

“Today wé have become more 
and more bold on this subject, 
and we find that our banks are 
not only freely giving advice on 
the matter of investment, but 
some of them have installed in- 
vestment departments. If you 
have never had one, I want to 
say to you it is one of the most 
profitable departments in the 
banking business. 

“T do not want to stress this 
from the standpoint of the profit 
to the bank. That is the wrong 
way to present it. We should 
present it from the standpoint of 
what it will do for the investor, 
because it will certainly do more 
for the investor than it will for 
the banker. We are not only 
giving advice, but we are selling 
to our customers the same kind 
of security we buy for our own 
account, and in this way we are 
saving our customers a lot of 
grief as well as saving their 
accumulation,” 

The other program speakers 
before the divisional meeting 
were: W. Epsey Albig, Deputy 
Manager of the American Bank- 
ers Association, whose subject 
was “School Savings”; Harry W. 
Riehl, manager of the Better 
Business Bureau of St. Louis, 
who talked on “Gold Brick Financing,” and 
Stephen I. Miller, Educati nal Director of 
the American Institute of Lanking, who dis- 
cussed “Fundamentals in Savings Banking.” 
These addresses appear elsewhere in this 
issue. 


RECEDING the address of Mr. Riehl, 

M. E. Holderness, one of the directors 
of the Better Business Bureau of St. Louis, 
told of the modest beginning of the Bureau 
and of the little interest taken in it at first, 
contrasting that condition’ with the genuine 
interest and active participation of business 
leaders at the present time. 

“When we first started the Bureau in St. 


George L. 
Bank, South 


Louis,” said Mr. Holderness, “it was with 
difficulty that we could muster $5,000 for 
the work. It was with difficulty that we 
could get men who were willing to under- 
take the dangers, as we then looked upon 
them, of work of that character. If we 
had one-half dozen men together in a meet- 
ing we thought we were doing well. We 


Norwalk 
President 


Woodward, Treasurer South 
Norwalk, Conn., Incoming 
Bank Division 


struggled along. We had to sell the de- 
partment store men and the clearinghouse 
banks and resell them year after year. 
“Today the president of the Better Busi- 
ness Bureau of St. Louis is the chairman 
of the board of the Federal Reserve “Bank. 
Instead of having $5,000 as an annual 
budget, we have a budget reaching five fig- 
ures, and instead of having one-half dozen 
or twenty men to attend a meeting, I am 
proud to tell you that on last Wednesday 
we had a meeting which was attended by 
every state official who has anything to do 
with the Blue Sky laws of the state, the 
judges of every court in the city of St. 


Louis, the police commissioners, the chief of 
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detectives, the prosecuting attorney and al- 
together about twenty officials who are co- 
operating constantly and gladly with the 
manager of our Better Business Bureau.” 


WARNING against one of the possible 

reactions of excessive competition in 
banking was sounded by Stephen I. Miller 
in the course of his address on 
“Fundamentals in Savings Bank- 
ing” when he said: 

“Competition may be one of 
the rocks upon which banking in 
the future is going to strike so 
hard that it is going to cause a 
reaction in the shape of control 
and investigation, even greater 
than anything you face today. 
One reason why you have got 
an Interstate Commerce Com- 
mission was the rebate, and if 
in banking you are going to have 
a man who carries $500,000 in 
an account receiving some kind 
of recognition in the shape of 
interest upon balances, which is 
out of proportion to the interest 
or no interest that the smaller 
accounts receive in that bank, 
then that kind of competition for 
that kind of an account is going 
to draw attention somewhere, 
and I am not sure that theoreti- 
cally the case is so much different 
from what we faced years ago 
in other lines of business. 

“If competition is going to 
make it impossible to give the 
proper standards to business, if 
you are going to over-compete in 
service, if you are going to over- 
compete for loans, if you are 
going to over-compete in estab- 
lishing thousands of banks that 
ought not to be established at all, 
if that is the kind of thing bank- 
ers are running into now, that 
kind of competition, the failure 
to recognize these fundamental 
principles in banking is doomed for control, 
and banking will fall under such administra- 
tion as will bring out the necessity for the 
standards.” 

Resolutions adopted by the Division urged 
the installation of the school savings system 
as rapidly as possible throughout the coun- 
try and asked that bankers generally renew 
their efforts to safeguard their patrons’ sav- 
ings from the promoters of fraudulent and 
highly speculative schemes, and to help pro- 
vide depositors with satisfactory investments. 

George L. Woodward, treasurer of the 
South Norwalk Savings Bank, South Nor- 
walk, Conn., was chosen president of the 

(Continued on page 404) 
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Dominant Trends in Banking 


By W. R. MOREHOUSE 


President Savings Bank Division; Vice-President Security Trust & Savings Bank, Los Angeles 


Never Before Have There Been So Many Constructive Move- 
ments in Banking Under Way at One Time. They Make For 
Stronger, Better Operated, More Serviceable Institutions and 
For Greater Thrift and More Respect for the Banking Profession. 


HE day for the bank of limited ser- 

vice is passing. Departmental bank- 

ing with its wide variety of services 

is rapidly gaining in popularity. In- 

stead of transacting certain business in one 

bank and other business at another bank, the 

bank customer is finding it to his conve- 

nience to transact all of his business under 
one roof. 

Although in its infancy, departmental 

banking is a mighty healthy youngster, and 


I predict that it is only a matter of a few 


more years when nearly all banks will be 
conducting a departmental business. 

The passage of the McFadden Bill has 
done much to advance departmental banking, 
especially among national bank members of 
the Federal Reserve System, who have since 
established savings and trust departments. 

With a greater variety of services to offer 
the public, banks will discontinue the prac- 
tice of sending their customers to other fi- 
nancial institutions for a service which the 
banks themselves should render. Instead, 
banks will find it to their advantage to take 
care of all of their customers’ needs, at least 
within reason. One of the signs of the 
times is for banks to render complete finan- 
cial service. Ultimately, nearly all banks in 
the United States will be departmental 
banks, rendering a similar service. 

Bank mergers are becoming quite com- 
mon. Not only are some of our larger 
banks consolidating, but some of our smaller 
banks are also joining forces. No doubt 
some bankers will see in these mergers 
grave consequences while other bankers will 
regard the trend toward consolidation as a 
good sign. With the latter the monopolistic 
feature will be completely overshadowed by 
the added strength which mergers will give 
to the merged banks. In addition to greater 
financial strength some will hold that these 
mergers will promote greater efficiency within 
the consolidated banks. So while the ten- 
dency to merge may not have the endorse- 
ment of all, it will have many supporters. 


Fewer Failures 


NOTHER sign of the times points to a 

less number of bank failures in the fu- 
ture. Having tried the bank guaranty of 
deposits plan with disastrous results in cer- 
tain cases, our bankers are looking elsewhere 
for a remedy. In the main, they are agreed 
that failure in many cases is due to an under 
capitalization of the banks involved. To 
remedy this, a higher capitalization is urged, 
with the minimum in the United States fixed 
at not less than $25,000. An adequate capi- 


talization of banks can be anticipated in the 
near future. 

Another sign of the times points to a re- 
duction in the number of bank robberies 
Alarmed over the daring of bank robbers 
and the frequency with which they rob 
banks our bankers have united for definite 
action. More drastic laws are being enacted 
which make bank robbery extremely unat- 
tractive and an offense punishable by long 
imprisonment with little hope of probation. 

In some sections vigilante committees 
have been organized for the purpose of 
actually combatting crime by giving battle 
to the bank robber, on the basis of “shoot 
to kill.’ Other sections have offered a re- 
ward of $1,500 for the capture of each bank 
robber, with an additional reward of $1,000 
if the robber is brought in dead. If I under- 
stand human nature, the additional reward 
will have the effect of bringing in more dead 
robbers than live ones. 


Robber’s Life Grows Harder 


EGARDLESS of our individual views 

as to the best way to solve the bank 
robber problem, one thing is certain, our 
bankers are gradually making it “hotter and 
hotter” for the robber. 

One of the most promising signs of the 
times is to find our bankers meeting in com- 
munity groups for a consideration of the 
financial problems of their respective com- 
munities. It is not uncommon to find repre- 
sentatives of different banks freely laying 
their own banking problems before the mem- 
bers of these groups and asking for sugges- 
tions. Also, at these meetings there is an 
exchange of experiences in the use of busi- 
ness-building mediums. Agreements are 
also reached for eliminating unwise com- 
petition and too much free service. 

Instead of antagonistic and ruinous com- 
petition, we find that friendly cooperation 
and fair competition prevail among the 
banks represented at these group meetings. 
A sign of the times which promises much 
for the future of banking is seen in the 
holding of such conferences. 

Alarmed by the irreparable loss to de- 
positors through unsound investments, our 
bankers are devoting a great deal of at- 
tention to ways and means for checking the 
activities of high-pressure promoters. Never 
before in the history of banking in the 
United States have bankers cooperated to 
such a great extent in meeting the attack of 
these wild-cat promoters on bank depositors. 
Not only have the various schemes of un- 
scrupulous promoters been given nation- 
wide publicity through the press, but in co- 
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operation with other business organizations 
like the Better Business Bureaus, definite 
steps have been taken to rid our land of all 
schemes used to defraud the depositor. 
Many banks are already giving advice to 
those contemplating investments. Some 
banks have gone a step farther and in addi- 


’ tion to giving advice have established in- 


vestment departments where depositors may 
purchase safe securities. One of the most 
encouraging signs of the times is that in the 
future the bank depositor is to receive sound 
advice on investment matters. He is to have 
placed at his disposal the facts about invest- 
ments—a service of inestimable value. Think 
what it will mean to legitimate business to 
have the billion dollars lost annually in un- 
sound promotions and half-baked ventures 
made available for legitimate enterprises. 

Another of the signs of the times points 
to a concerted movement on the part of 
bankers to discourage the promiscuous use 
of the term “banker.” Today the one-horse 
pawnbroker calls himself a banker, the fly- 
by-night real estate dealer who happens to 
sell a few pieces of property calls himself a 
banker, and the man who sells a mortgage 
occasionally calls himself a banker. This 
abuse has become so widespread that it is 
ridiculous. Persons are calling themselves 
bankers who know practically nothing about 
the banking business. One of the signs of 
the times is that a spade will be called a 
spade, a pawnbroker will be called a pawn- 
broker, and only a banker will be called a 
banker. 


Thrift Wise Spending 


NE of the signs of the times gives as- 

surance of closer attention to a new 
phase of thrift, namely, the exercise of thrift 
through the wise spending of money. For 
example, a subject which has received uni- 
versal consideration this past year is that of 
“Instalment Buying.” 

Bankers everywhere are giving the sub- 
ject close attention. Now that this plan of 
financing is being greatly abused in thou- 
sands of cases through the purchase of luxu- 
ries and non-essentials, it raises the ques- 
tion of what is wise spending. Thrift has 
always been largely a matter of systematic 
saving—but now in addition to saving, it is 
also a matter of wise spending. 

The reckless abuse of the instalment plan 
has caused our bankers to urge a closer at- 
tention to the wise spending as a means of 
saving. One of the signs of the times 
points to a closer attention to the spending 
of income. 

One of the most promising signs of the 

(Continued on page 381) 
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The Wide Scope of School Savings 


By W. ESPEY ALBIG 


Deputy Manager, American Bankers Association 


Actual Savings of the Child Is One of the Least Important Factors 
in the Movement. Instruction of the Young in the Management 


of Income and Early Training in the Science of Investment Are 
Among Real Benefits Which Result From Thrift Teaching. 


CHOOL savings is a misnomer. 

Years ago it was the term given to 

the funds which school children de- 

posited in school savings banks. That 
name persists, although the idea and the 
philosophy back of school savings regards 
the actual savings of the child as one of 
the least important factors. 

Unfortunate, too, in a way is the name, 
since some ordinarily well-informed persons, 
including a few educators, have regarded 
school savings simply as a method used by 
banks to exploit school children or to teach 
banking in the public schools. School sav- 
ings is simply an adjunct of thrift in its 
larger. sense, or, better yet, of income man- 
agement, which is slowly winning its way 
into the public schools as the capstone of 
other courses introduced since the founding 
of our free public school system. 

Following the introduction of technical 
education in the public schools, there came 
to be vocational guidance. These have had 
a measure of success, but have not been 
completely successful, because they have 
lacked the factor which enables the person 
receiving that instruction to apply properly 
his information in practical living. 

The shores of life in the United States 
are covered with wrecks caused by lack of 
knowledge of income management. The 
shortened hours of labor, the high wages, 
the sales pressure, have made more impera- 
tive the education of the people in the mat- 
ter of thrift and income management. 


Beginning of School Savings 


HE first attempt at the mechanics of 

school savings was through a method 
utilized in France. Installations were se- 
cured in a few places in the United States, 
not because of any specific demand, but 
simply because it was used abroad. The 
results were not encouraging. Its need was 
not realized and its methods not suited to 
American practices. The tedium of opera- 
tion which fitted well when dealing with an 
uneducated group was not to be borne with 
equanimity by pupils in the American 
schools. But from this humble beginning 
there developed the system which, as of 
June 30, 1927, has been introduced in over 
12,000 schools, has almost 4,000,000 partici- 
pants, deposited during the year past almost 
$24,000,000, and had at the end of the year 
net savings for the year of $9,500,000 and 
bank balances of over $39,000,000. 

As a background for this present situa- 
tion, when more than half of our people 
live in urban communities, where the chil- 
dren have no adequate knowledge of the 


meaning and use of money through actual 
earning, there is the scene of a few years 
ago, when the majority of the people lived 
in rural communities and when knowledge 
of the meaning and use of money was ab- 
sorbed by the child from its infancy. 

It is a far cry to the time when prac- 
tically all articles used in the home were 
manufactured there. The neighboring stream 
turned the wheels of the grist mill and 
the saw mill; the loom turned out fabrics 
from flax and wool grown on the farm. 
Every community supported its own tannery. 
The storekeeper combined his service with 
that of banker. The local squire was the 
high judge of the community. Actual money 
was in small quantity and represented in 
most cases simply the profit of a year’s work. 
The purchase of every article was subject 
to consideration in the light of the whole 
family’s needs. Power machinery brought 
the factory system and made an end of the 
home as a self-contained unit. 


Our Industries Speeded 


OOD wages, sustained employment, and 

installment buying have speeded our in- 
dustrial plants to a production unparalleled. 
The elimination of all home industry has 
sent the various members of the family into 
different occupations, and has eliminated the 
family council from a consideration of a 
basic budget for operating the home. Eight 
million girls leave home every morning for 
industry. Salesmanship has been carried to 
the highest perfection. In urban centers the 
brain is almost dazzled with the whirlwind 
of impressions starting from the electric 
signboards at night. 

In the face of this change in American 
life there has been no commensurate devel- 
opment in training the children in the mean- 
ing and use of money. The present system 
might well be called the “trial and error” 
method, and those whose trial becomes an 
error are frequently found among the mis- 
fits and the unfortunates of life. 

Fifty years ago the ordinary child, upon 
reaching eighteen years of age, had a pretty 
exact knowledge of how it was necessary to 
spend his income so as to secure its utiliza- 
tion for his best interest. Today, at eighteen 
years of age, the youth in many cases has 
not begun to earn an income, and is spend- 
ing upon emotional reactions funds which 
are contributed by his parents, the value of 
which, in terms of work, he has no knowl- 
edge and scant consideration. 

With all the complexity of living, which 
has grown apace with our industrial and 
commercial development, our children are 
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turned out of school with scarcely more 
knowledge of the tools with which they 
achieve personal success than was true at 
the earliest period of our national history. 

Bankers, economists, and social work- 
ers saw the result of this lack of edu- 
cation. As a result, desiring to improve the 
situation, but without an analysis in many 
cases of the underlying factors, they have 
supported the first movement which gave 
promise of remedying the situation. The 
agency utilized was school savings. Thrift 
came to be taught in many schools. Ina 
number of states the teaching of thrift by 
legal enactment was required in the public 
schools. Thrift is a general term and can 
be applied to any number of activities. 

The teaching of thrift, however, does not 
solve the complex problem of making a 
living, and too frequently has been associ- 
ated simply with saving or stinginess or 
miserliness. The saving of cord from pack- 
ages, the retrieving of used newspaper and 
magazines, the wearing of patched shoes, 
the absence of the fortnightly haircut, and 
various other almost mean economies have 
been urged under the name of thriftiness. 
Happily, however, school savings was res- 
cued early from this category, and has had 
a tremendous growth in the last ten years. 
As more educators have turned their atten- 
tion to the cause of this phenomenal devel- 
opment, they have discovered that its under- 
lying cause was a desire for knowledge of 
income management. The child desired a 
convenient place for deposit, where the 
money would be his. As his deposits in- 
crease, he enlarges his horizon of earnings 
and makes a wiser selection of the object 
for which he saves. 

School savings, developed under the guise 
of thrift, has defined its aims, has refused 
to be included in the general term of thrift, 
and has already to its credit the recogni- 
tion on the part of pupils of the sacred- 
ness of property, of the elimination of char- 
ity from many poor homes, the formulation 
of life programs, and, better than all else, 
the saving of domestic happiness. 


Domestic Accord Aided 


OSSIBLY no two groups of persons are 

more familiar with the result of incom- 
patible marriages than school teachers and 
bankers. The school teachers find it in 
children neglected as to education, loving 
care, and sometimes as to clothing. The 
banker finds it in unfulfilled commitments. 
Any survey which may be conducted will 
show that the cause of the domestic discord 

(Continued on page 427) 
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Gold Bricks in New Wrappers 


By HARRY W. RIEHL 


General Manager, Better Business Bureau, St. Louis, Mo. 


Victims Are Now “Lilies”? But the Same Old Basic Schemes 


Defraud the American Investing Public of More Than a Billion 
Dollars a Year. The Only Remedy Seems to Lie in Education 


HERE is encompassed within the 
subject of gold brick financing a 
line of reasoning which offers the 
opportunity for security crooks to 


. steal a morumental sum of money from the 


American public each year, but which, at the 
same time, places in the hands of legitimate 
financial institutions the opportunity to pro- 
tect these same victims from this terrific 
annual loss. To me the subject presents the 
opportunity of developing two phases of 
modern day financial piracy. 

First there is the dominant theory of gold 
brick financing—that financing, unworthy of 
the name, that takes from the American 
public in excess of one billion dollars per 
year. This theory is expressed in the sim- 
ple phrase “types of fraud.” Highly organ- 
ized effort is utilized by stock crooks to get 
this enormous sum of money each year. It 
has been shown that these crooks go to 
school, that they swap “sucker lists”; learn 
the very rudiments of gold brick financing 
through the study and the application of the 
various “types of fraud” which they employ. 

This system is so carefully hidden and 
so adroitly executed that even those of us 
who are engaged day after day in the field 
of legitimate financing often find that we 
are prone to minimize its importance and 
become blinded to its fearful consequences. 


“Suckers’’ Now “Lilies’ 


é¢Q@UCKER lists” are a part of the stock 

in trade of the modern day stock job- 
ber. The “suckers” are now listed under the 
new sobriquet of “lily.’ The gathering of 
these sucker lists is a regular business, and 
names, as “lilies” are bought and sold like 
cattle, at so much per head. These “sucker 
list” cards carry the name of the individual 
“lily,” his address and telephone number, 
some of the stocks he has bought in the past, 
and other interesting data. 

But what is more interesting, there appears 
on many of these cards a succinct pencil 
notation which clearly indicates how these 
shrewd individuals take advantage of our 
financial condition, our mental attitude, or 
our individual temperaments. They are the 
cryptic comment of the “dynamiters,” as 
these phone men are called. They are the 
guides which simplify the working of the 
self-same cards by the next crew. 


One reads “Hit this chap for a thousand | 


shares—he owns a Packard.” Another says, 
“Soak this bird for a hundred shares—he’s 
a sweet mooch.” Another laconically states, 
“Handle this guy with kid gloves—he’s been 
burnt before.” Visual evidence, this, that 


they study us, analyze our weaknesses, and 


and In Giving Publicity to Methods the Swindlers Employ. 


capitalize upon their innate ability to touch 
us where we are soft. 

Stock promoters proceed on the old theory 
of “once a sucker always a sucker!” They 
believe that if an individual ever bit on 
any one of these “types of fraud,” so well 
known to the stock promoter, that he has 
the necessary qualities of avarice, cupidity, 
or whatever you may want to call it, to 
produce for them again if the proper kind 
of persuasive literature or suave salesman- 
ship is applied to that same susceptible soft 
spot that caused him to lose his money 
in the first place. 


The “Reloading’’ Game 


T is this theory that gives rise to that 

type of fraud known as “reloading.” Re- 
loading is nothing in the world but taking 
advantage of the fact that the victim is 
already in the toils of the stock promoter 
and that he will spend more of his money 
in an attempt to get out. They well know 
that the same crap-shooting instinct, that 
same desire to get “something for nothing” 
which caught him in the first place, if prop- 
erly nurtured can be caused to produce addi- 
tional money through the application of an- 
other one of these types of fraud. Actual 
cases in my files show that original victims 
of a stock fraud have been “reloaded” as 
high as eight and nine times. 

“Gold brick financing” simply follows 
the “type of fraud” method of getting 
the money. Most of the schemes used 
are basic. It makes no difference whether 
they come in a calico or a silk dress. When 
divested of their exterior raiment they can 
almost invariably be reduced to one of the 
basic types of frauds. 

A pie and sandwich vending machine 
scheme that swept the country a few years 
ago was merely an adaptation of the old 
“blind pool” scheme. Ponzi simply took the 
old pyramiding scheme with which we are 
all more or less familiar, dressed it up in 
an intriguing garment of foreign currency 
and proceeded to extract several millions of 
dollars from frugal New Englanders. And, 
to top it all, as soon as he was released on 
bail in New England, he immediately pro- 
ceeded to Florida and operated the identical 
“type of fraud” in the sale of Florida real 
estate. 

The Endless Chain System of Selling is 
another good example. It is nothing in the 
world but a glorified edition of the old 
“blind pool” type of fraud, yet it took hun- 
dreds of thousands of dollars from Ameri- 
can investors because they failed to recog- 
nize the basic type of fraud. : 


337 


A partial list of the “types of fraud” well 
known to all Better Business Bureau execu- 
tives are: bucket shops, boiler rooms, blind 
pools, tipster sheets, mergers, fractional 
share scheme, switching, reloading, one call 
system, the telephone razz, the tap system, 
puts and calls, stockholders’ committees, 
dynamiting. 

Each one of them furnishes an opportu- 
nity for the delineation of many experi- 
ences both interesting, romantic and educa- 
tional to those interested in stemming this 
tremendous flow of honest money into the 
coffers of the financial charlatan. In the 
“financial triumvirate” of the stock promot- 
ing field there are three types of fraud in- 
volved, and the three types are practically 
inseparable. Where you find one of them 
you will invariably find the other two. These 
three types of fraud are: the bucket shop, 
the sucker list, and the phone room. 

The bucket shop is where investors are 
inveigled into placing marginal deposits on 
the purchase of securities under the implied 
or expressed representation that the particu- 
lar stock touted is about to rise and with 
the understanding upon the part of the cus- 
tomer that the stock will actually be pur- 
chased for his account. They differ from 
the legitimate broker in that the latter al- 
ways purchases the stock ordered by his 
client without regard to the possible rise or 
fall of the market. 


Preparing the Victim 


ERY seldom is the new investor with 

the bucket shop asked to buy anything 
but listed securities of the well-known type. 
This is the bucket shop’s most elementary 
lesson in sales psychology. He knows that 
reputable investment bankers and a care- 
fully policed Stock Exchange have given an 
element of stability to listed stocks that his 
“pet stock” does not enjoy. He knows that 
somehow his company will absorb some of 
that stability, that feeling of security, which 
is associated with a recognized security when 
offered to a prospective client. 

After the first or second sale is made 
the “switching” process starts. Switching 
is a distinct type of fraud, the ultimate 
objective of which is to “switch” the in- 
vestor out of his well-known security into 
the worthless “pet” stock of the bucket shop 
operator. 

In the meantime the stock upon which the 
deposit or margin has been made is seldom 
if ever used in the purchase of the ordered 
stock. The bucket shop operator gambles 
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But One Way to Meet the Problem 
of Competition 


BY STEPHEN I. MILLER 


Educational Director American Institute of Banking 


That is By Cooperation. 
Benefits from Ruinous Competition. 


Business and the Public Reap No 
The Road that Leads to 


Oversupply, Depressions and Unemployment. Analysis of Costs 
Imperative. Test of a Good Account is Found in Account Itself. 


CCOUNTING and statistics have 
become fundamental cornerstones 
of modern business. Cost finding, 
business administration, and price 

determination constitute the trinity of in- 
dustrial progress. A farmer without a 
knowledge of agricultural costs does not 
know what crops to plant and cannot an- 
ticipate his capital needs; a manufacturer 
cannot hope to price his products without 
a ktowledge of the expense of producing 
them; no merchant can economically con- 
trol his inventory when the costs of mer- 
chandising are ignored. Railroad rates are 
projected upon the knowledge of costs, and 
reviews’ by the Interstate Commerce Com- 
mission are kased upon carefully prepared 
data; all budgets rest upon a background of 
anticipated expenses. Overproduction, cut- 
throat competition, business failures, and 
industrial depressions are largely the result 
of. ignoring this primary principle of in- 
telligent business. 

The fact that many, if. not most, busi- 
ness men do not know their costs would be 
about what one might expect after some 
experience in the business field. However, 
when one is ‘brought face to face with the 
lamentable fact that many bankers do not 
know the costs of banking, it must be recog- 
nized that there remains a long road to 
travel before business assumes a scientific 
basis. When the post mortem of the 3000 
bank failures of the past few years is com- 
pleted, competition, without due regard for 
banking costs, will be written in letters large 
enough for every man to read. 


A Chance for Profitable 
Cooperation 


OT only does intelligent price deter- 

mination depend upon a knowledge of 
costs, but the economic administration of any 
business is in large part dependent upon 
comparative cost findings. Corn may be 
raised for 35, 40 and 50 cents per bushel by 
three different farmers; the ton-mile cost 
of handling a given classification of com- 
modity may vary 50 per cent as between two 
railroads; the expense of handling a check- 
ing or a savings account may represent a 
considerable margin as between different 
banks. One of the most important factors 
in modern business enterprise has been the 
reduction of costs due to the study of com- 
parative accounts in similar lines of indus- 


try. The average business man may go on 
for years oblivious to the sweeping econo- 
mies that might be uncovered by a careful 
analysis of his cost findings, or that might 
be suggested by the observation made of 
other businesses working under somewhat 
similar conditions. Even average costs, de- 
rived from the study of many competing 
units, constitute a mine of information for 
the alert executive. Banking offers no ex- 
ception to the rule and the bankers of the 
United States might profitably cooperate in 
the equipment necessary to reveal the best 
and most economical practices in their pro- 
fession. 

In banking, cost finding concerns itself 
with a determination of the outlay in either 
interest or service as over against the in- 
come to be derived from loans, investments, 
and services. Further, such costs may be 
expressed in terms of individual accounts or 
of the different departments of a bank. 
There is nothing new in the application of 
cost finding. The department store is in- 
terested in knowing the -expense involved 
in carrying the account of a customer as 
compared to the income received; this is 
also true of a railroad, of a lumber mill, and 
of practically every other business. It is 
true that profitable accounts are often taxed 
with the burden of carrying unprofitable 
ones. This means that the holders of profit- 
able accounts are willing to pay more for 
their products, services, or loans in order 
that an unprofitable business may be main- 
tained. A little arithmetic makes it clear 
that good customers pay the losses involved 
in poor accounts; and if the business fails 
then the cost involved in liquidation must 
be borne by the thrifty customers in that 
line of industry. 

Sometimes it is said that it pays to take 
on an account even though it does not en- 
tirely carry itself. This argument is based 
upon the reasoning that as long as it pays 
something toward the overhead it should 
not be discontinued. This is only true when 
the no-profit account adds little or nothing 
to the total expense of carrying on the busi- 
ness. This may be illustrated in a brief and 
simple case. If the railroad fare from 
New York City to Philadelphia be $3.50 
and the coaches necessary to render rea- 
sonable service were at times half filled, 
then the vacant seats might be filled with 
fifty-cent passengers, resulting in added net 
profit to the railroad company, notwithstand- 
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ing the fact that the fifty-cent fare as a 
general uniform rate would be disastrous. 
The explanation of this paradox which has 
caused shippers and railroads much trouble 
is to be found in the heavy constant and 
fixed expenses of the railroad business. It 
costs as much to run a train half filled from 
New York to Philadelphia as it does when 
every seat is occupied. However, such a 
ratio of fixed to variable expenses does not 
occur in many fields of business endeavor. 
One thing is certain, it does not pertain to 
the banking business. 


The Test of a Good 
Account | 


HE test of a good account is; with few 

exceptions, to be found in the account 
itself. The argument of nursing an infant 
industry is generally fallacious; to put an 
extra burden upon that which is able to 
walk alone in order to provide crutches for 
the disabled is excellent philanthropy but 
absurd economics. The conclusion is’ inev- 
itable. Cost finding is the basis for segre- 
gating good and unprofitable business; and 
the no-profit account must be made profitable 
or must be eliminated. Philanthropy is an 
excellent cause resting upon well merited 
social principles; mixed with business it 
destroys itself, frequently destroys thrift, 
and jeopardizes equity. 

Not only. does cost accounting determine 
the profitableness of the particular account, 
but also makes it possible to: evaluate the 
economic importance of an entire depart- 
ment or line of business. In a store, does 
the glove or shoe department pay the better? 
What type of freight, merchandise, or ser- 
vice is the most profitable? In a bank is 
it the commercial, savings, or trust depart- 
ment that should be most promoted? No 
man is apt to get far in these questions 
without a careful analysis of cost figures. 
In a given community the bank is in a posi- 
tion to obtain savings, commercial, and 
trust accounts. Which -one justifies the 
greatest effort, the greatest initial expendi- 
ture? There is not a bank executive in the 


_ United States who is not called upon to 


define his policies in the light of the answer 
given to this question. The farmer wants 
to know whether he should raise more sheep, 
buy more cows, or plant more corn; the 
management 6f the gas plant wants to know 
(Continued on page 382) . 


The Trust Company Division 


Judge Fox in His Annual Address Gives an Estimate of the 
Potential Trust Business of the Nation and Reviews the Ac- 
tivities of the Department During the Last Year. W.S. McLucas 


of Kansas City Is the New President. 


O enormous is the poten- 

tial trust company busi- 

ness, said Edward J. Fox, 

president of the Trust 
Company Division in his annual 
address, that if it were offered in 
its entirety to trust companies 
and banks having power to re- 
ceive, there would not be facili- 
ties to meet the demand. 

The address delivered at the 
opening of the Trust Company 
meeting in the Rice Hotel, 
Wednesday afternoon, Oct. 26, 
first indicated the amount of 
funds in the care of trust com- 
panies and recalling recent warn- 
ings against over-extension of 
industry or business, he said it 
might not be amiss to give 
thought to the warnings. In part, 
Judge Fox spoke as follows: 


HE trust companies of Amer- 

ica, irrespective of the na- 
tional banks, have $19,000,000,000 
in their care. The Federal Trade 
Commission, in its recent report, 
stated that all trusts, including 
religious and benevolent organ- 
izations, educational institutions 
and foundations, community 
chests and public trusts, amount 
to $15,000,000,000. These trusts 
are the legitimate offspring of the 
trust idea which began with the 
creation of the first trust com- 
pany chartered in New York 
City more than 100 years ago. 

The care and custody of these 
funds, invested, as they are, large- 
ly in securities of this country, imposes a 
tremendous responsibility upon the trust com- 
panies of our country. During the recent 
months, when securities have reached the 
highest market prices in their history, there 
have been a number of timely warnings 
against over-extension of industry or busi- 
ness. It might not be amiss in the midst 
ot our great prosperity to give thought to 
these warnings. 

We must not forget that proper invest- 
ment in sound securities keeps the life-blood 
of business flowing properly. Speculative 
vestments may eventually result in dis- 
aster and should be discouraged. Great na- 
tional and industrial wealth results in great 
wealth for the individual, and this in turn 
brings upon the corporate fiduciary, the task 
ot protecting and conserving that wealth in- 
trusted to us for safekeeping and manage- 
ment, both during the life of the owner and 
alter his death. Problems confronting the 
imstitutions which we have the honor to rep- 
resent are increasing, but I believe that they 


Kansas City, 


W. S. McLucas, Chairman of Board, Commerce Trust Co., 


Mo., 
Division. 


are being solved by them with greater eff- 
ciency and greater devotion to duty than ever 
before, and that the confidence placed in 
trust companies of the United States today 
as shown by an ever-increasing clientele is 
due to the splendid service being rendered. 

The nature and form of trusts is constant- 
ly changing and developing. One of the 
most recent developments is the investment 
trust. In the past five months ninety-five 
of these trusts have been created with assets 
of $400,000,000. I can conceive how these 
trusts, if properly conducted and managed, 
may be desirable, but there is danger in the 
possibility that they may be improperly man- 
aged and may include securities which are 
not proper investments for trust funds. Our 
problem should be so to safeguard this form 
of investment that it does not fall into the 
hands of either incompetent or dishonest 
promoters. 

The year just closed has been a busy one 
in our Division. I will summarize briefly 
some of the activities which have engaged 
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Incoming President of Trust Company 


Resolutions Adopted. 


our attention.. Scarcely any of 

them are new. They are a fur- 

ther development of work which 
we have set out to do, and all 
branches of which show progress. 

One of the first activities un- 

dertaken when the Division was 

reorganized somé yeats' ago,’ was 
that’ of publicity and ‘advertising: 

The personnel of the Committee 
on Publicity during the -past 

eleven years: has-been almost 

without change. “The ‘‘accumu- 
lated expérience and knowledge 
ofthis ‘Committee has made it 
an invaluable one in’ the -déevelop- 
‘ment ‘of trust’ business.» Under 
the masterly ‘managemerit of Mr. 

Sisson, ‘its ‘chairman; work- 
ing steadily “month “by -ithonth, 
without ostentation;''* this’ com: 
mittee ‘Has produced ‘advertising 

material whith tave~ much 
to do with the rapid‘ development 
of trust business‘ throughout the 

United ‘States: ‘A’ ‘permanent 
record of the ‘work of the com: 
miitteé “during 

years may be seén ifi*'the tiewly 

published book “Fiduciary Ad 
vertising.” ~I commend: its ‘use 
to every corporate fiduciary ‘in 
the United Statés’ and “ft believe 
it will greatly dssist'' in “Securing 
new business and at''a@ minimum 
cost. 

To those are fa- 

miliar’ with the admirable way 

in which the services of trust 

companiés were advertised in the 

leading magazines of the country 
during the National Publicity “Campaign, 
1920-1925, it.is a source of keen regret that 
sufficient financial’ support by trust compa- 
nies generally throughout the country was 
not accorded to the committee in its efforts 
to continue the campaign. We see con- 
stantly how other branches of business réc- 
ognize the value of impersonal or group 
advertising. We are not making use of our 
opportunity. 

During the past year, under the able di- 
rection of Judge Hennings, chairman of 
our Committee on Insurance Trusts, the 
work of cooperation between insurance com- 
panies and trust companies has proceeded in 
an orderly and effective manner. _ This. is 
undoubtedly one of the most..impartant de- 
velopments in trust. service. today. The 
people of America should be thoroughly: in- 
formed as to the value: of insurance and 
trust service combined: ‘The work is de- 
veloping steadily but the’ field has scarcely 
been touched, except in our larger’ cities. 
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This branch of service affords a wonderful 
opportunity for trust companies. 

One of the difficult problems confronting 
the corporate fiduciary is the, determination 
of proper charges -for services rendered. 
The fear in the minds of the general public 
that the naming of a trust company to ad- 
minister an estate is a more expensive 
method than the appointment of an _ indi- 
vidual, is one of the obstacles which we 
constantly encounter. 

W. J. Kommers of Spokane says that 
the nominal charge for trust service is 
one of the points which should be empha- 
sized in trust advertising. 


Costs and Charges 


UR Committee on Costs and Charges 

has been giving serious and careful at- 
tention to this important phase of our work. 
At a conference of this committee a full 
discussion of fees has resulted in a further 
investigation, the results of which, when 
released, will aid trust companies very ma- 
terially. In most businesses today, charges 
are based upon cost. It is comparatively 
easy for a manufacturer of a commodity to 
ascertain what the cost of manufacturing is 
and to place his selling price sufficiently 
above the cost price to receive a proper per- 
centage of profit. In rendering trust ser- 
vice, however, and particularly with the in- 
tricacies which enter into the administration 
of estates and trusts, it is very difficult to 
ascertain their exact cost and estimate a 
fair and proper charge under all circum- 
stances. Since the last annual convention, 
our Committee on Costs and Charges, under 
the able guidance of Arthur V. Morton, has 
been making definite progress toward ascer- 
taining scientifically the cost of accepting, 
administering and closing various. forms of 
trust services. 

During the past year, forty-seven state 
legislatures have convened. We are fortu- 
nate in being able to report that no drastic 
legislation has been placed on the statute 
books of any state. , There have been some 
attempts made to pass legislation curtailing 
the freedom of corporate fiduciaries in seek- 
ing or administering trust business, but such 
bills have either been withdrawn or modified 
so that they did not prove harmful. 

The Chairman of the Committee on Pro- 
tective Laws handling state legislative mat- 
ters has filed a report which reveals how 
alert and efficient this committee has been 
during the past year. 

Under the guidance of Mr. Osgood and 
his committee, the troublesome question of 
taxation has been handled in the best possi- 
ble manner and progress has been made in 
connection with the changes it desires to ac- 
complish. The program of work of that 
committee calls for much effort during the 
coming months in assisting the many agen- 
cies now cooperating in an endeavor to ef- 
fect the repeal of the Federal Income Tax, 

Colonel Fries, an honored and beloved ex- 
president of this division, and the able 
chairman of our Committee on Legislation, 
has been working on several important 
phases of Federal legislation, in close co- 
operation with the General Counsel of the 
Association, whose advice has been most 
helpful. A test case on one section of the 
Revenue Act is now being instituted through 
this committee, with the financial assistance 
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of members of the division. Able counsel 
have been retained and we hope for a fav- 


orable determination of this suit. 


Relations With the Bar 


UR relations with the legal profession 

are on a much better basis than that 
which prevailed some time ago. Any at- 
tempts which were made to curtail! the ac- 
tivities of trust companies were the result 
of improper appreciation of the character 
of the service which trust companies are 
rendering to the public. With a better un- 
derstanding of the methods employed by 
trust companies in the administration of 
trusts, and with the dissipation of the idea 
that there is any real or intended antagon- 
ism, the spirit of cooperation between the 
bar and the fiduciary is now happily estab- 
lished in most jurisdictions. Mr. Griswold, 
chairman of our committee on Cooperation 
with the Bar, and who was a successful 
lawyer before entering the trust field, has 
been guiding with a great deal of success, 
the work of that committee. 

Mr. Roseberry of Los Angeles, the effi- 
cient chairman of our Committee on Re- 
search, has been diligently gathering to- 
gether very important information relating 
to trust companies and the administration of 
trusts. 

Since the enactment of the McFadden 
Bill, giving permanent form to our Federal 
Reserve System and making other changes 
in the banking law coincident with the pas- 
sage of the bill, our Committee on Relations 
with the Federal Reserve System, is finding 
the need for its services less important. Be- 
fore it was determined that the system could 
be maintained, this committee directed by 
Mr. McLucas, carried on a nation-wide cam- 


paign, keeping before the 1600 eligible non- 


member trust companies the benefits to be 
secured by affiliation with the system and 
urging membership. It is believed that this 
has had a definite place in shaping favorably 
public opinion toward the ‘system and _ its 
operation. 

The committee has suggested that there 
is no longer any necessity for maintaining 
its existence, but I am not convinced that 
this is true. At a convention of the repre- 
sentatives of the various banking depart- 
ments of the several states held in Rich- 
mond recently, a very able paper was read 
by the Honorable Peter G. Cameron, sec- 
retary of Banking in Pennsylvania, in which 
he pointed out that apparently there had 
been, since the passage of the McFadden 
Bill, a disposition to discriminate against 
trust companies organized under state char- 
ters and to accord special privileges to na- 
tional banks. Whether this accusation is or 
is not well founded, I suggest that it would 
be well for our committee to be continued 
for the purpose of safeguarding the inter- 
ests of trust companies which are members 
of the Federal Reserve System. They 
should be, in all respects, on a parity with 
the national banks. 

The Committee on Review and Survey of 
Trust Securities, under Mr. Wilson; the 
Committee on Staff Relations, under Mr. 
Kingsberry; and the Committee on Com- 
munity Trusts, under Mr. Littleton, have 
made progress and have submitted reports 
on their activities. 

The organization of corporate fiduciary 
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associations in connection with state bank- 
ing associations throughout the country, has 
been progressing during the past year, 
These new centers of activity will be help- 
ful in enabling trust companies to discuss 
locally the problems arising in the operation 
of their business and the introduction of 
new ways and means for improvement for 
the benefit of all. The Mid-Winter and 
Regional Conferences inaugurated by the 
Trust Company Division some years ago, 
have been held during the past year with 
increasing attendance, and much greater in- 
terest. During the year just closed, two 
conferences were held on the Pacific Coast 
and two in the mid-continent section. 

I have attempted to cover briefly the prin- 
cipal activities undertaken and carried on 
by the division. The potential trust com- 
pany business of the country is so enormous 
that if it were offered in its entirety to trust 
companies and banks having power to re- 
ceive it, there would not be facilities to 
meet the demand. With the constant re- 
iteration of our offer to serve and the in- 
creasingly imposing record of trusts well 
served, it is reasonable to believe that in the 
coming year, there will be comparatively 
few people ignorant of the benefits to be 
derived in naming a corporate fiduciary and 
this in turn will result in popularizing still 
more, this form of public service. 

L. H. Roseberry of Los Angeles, who was 
to have addressed the Division, was unable 
to be present, but his paper, given else- 
where in this issue, was read by Edward 
Elliott of the Security Trust & Savings 
Bank of the same city. 


Underwriter Cooperation 


HIS was followed by a discussion of the 

subject, “How the Insurance Under- 
writer Desires to Cooperate,” participated 
in by George E. Lackey of the Massachu- 
setts Mutual Life Insurance Company, 
Oklahoma City, Okla., and by Guy Mac- 
Laughlin, Franklin Life Insurance Com- 
pany, Houston. 

“T do not think it is a practical idea for 
the average life underwriter to try to get 
into all of these various phases of adminis- 
tration of estates,” said Mr. Lackey. 

“T have been dodging the issue by allying 
myself with good trust companies, with 
good accountants, with good lawyers, with 
good tax‘people. I let them do my heavy 
work. I go out and bring these people in. 

“I don’t know how well departmentalized 
your institutions are, but there is a great 
army of anxious, willing workers in the life 
insurance fraternity who will work for you 
if you lend them a cooperative plan and 
work with them and tell them how to work. 
I have heard some criticism not only in 
my Own company’s legal department, but in 
others, indirectly, of the lack of uniformity 
in trust agreements. May I hand you this 
as a friendly suggestion. There is a means 
by which you can familiarize yourselves 
with the requirements of all of the leading 
life insurance companies, and if you will 
set up such a file in your office when you 
trustee a: bunch of life insurance policies, 
you can read and understand what that 
particular company wants, comply with that 
request, and the companies will warm up to 
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The Investment Trust 


By EDGAR LAWRENCE SMITH 


President Investment Managers Company, New York 


In Considering Organizations Under the Title of Investment 
Trust There Should Be No Abandonment of the Standards 


Which in the Past Have Enabled Bankers to Distinguish Be- 
tween Sound and Unsound Undertakings. Where Danger Lies. 


O institutions are more favorably 

situated to exercise sane control 

over the development of useful in- 

vestment trusts in this country 
than are the trust companies. 

A trust company comes in contact with the 
investment trust at the time of its organ- 
ization, when its organizers may still be 
advised and guided. Most investment trusts 
require the services of a trust company as 
trustee or custodian for their holdings of 
securities. As trustee, or as registrar or 
transfer agent, the name of a trust com- 
pany is likely to appear upon the circular 
issued by an investment trust to the public. 
And it is incumbent upon trust companies 
to make sure, so far as they are able, that 
their names do not appear upon circulars de- 
scribing investment trusts whose activities 
are likely to prove of doubtful service to in- 
vestors. 

It is not to be expected that the responsi- 
ble officers of all trust companies will reach 
similar conclusions as to the type of invest- 
ment trust that is to be preferred above 
other types. No rigid formulas can be sup- 
plied, no measuring rods nor acid tests which 
will automatically separate the useful invest- 
ment trusts from those of less worth. Each 
one of us, then, must give sufficient thought 
to the subject to establish his own standards 
of comparison. 

This is a difficult task if we focus our 
attention upon the multiplying details of the 
new offerings which seem to appear in end- 
less procession day after day. On the other 
hand, if we ignore the details an examine 
the situation broadly, we may regain confi- 
dence in our ability to form sound judg- 
ments by finding ourselves, after all, upon 
more or less familiar ground. Perhaps we 
may find that it is.the use of the term “in- 
vestment trust” that is new, and that many 
of the essential functions of organizations 
using this title have long had their counter- 
parts in American financial organization. 
Whenever funds, assembled from a large 
number of investors, are not employed di- 
rectly in the financial structure of an op- 
erating company, the intermediate structure 
is likely to present some of the aspects of 
an investment trust. 


Newly Organized Investment 
Trusts 


UCH an intermediate structure is to be 

found in public utility holding com- 
panies, which in a sense are investment 
trusts designed to serve specific purposes. 
These purposes are economically sound, and 
justify the creation of the holding com- 
panies. But some of the practices which 


have grown out of the opportunities for 
financial manipulation presented by the 
structure of the typical holding company 
cannot receive unqualified endorsement. They 
suggest one point of view from which we 
may be called upon to scrutinize the struc- 
tures of some of our newly organized invest- 
ment trusts. 

The holding company is only one of a 
large number of institutions which for many 
years have stood between the investor and 
the field of investment in which his funds 
are actively employed. Varying widely in 
structure and purpose, all of them render 
some service to the investor as a justifica- 
tion for their existence. For example, the 
Alexander Fund has been faithfully serving 
investors in Philadelphia as a true invest- 
ment trust for a period of twenty years, yet 
only in the last year or two has it been 
called an investment trust. For over sixteen 
years a similar fund has been managed for 
the benefit of the employees of a large elec- 
trical equipment corporation. Insurance com- 
panies have lately been styled investment 
trusts, as have the security companies at- 
tached to some of our banking institutions. 


Pioneers in Mortgage Loan 
Field 


HEN we have had institutions such as 

the Mortgage Bond Company of New 
York, following a precedent established by 
the United States Mortgage Company, which 
commenced business under a charter granted 
in 1871. This charter in turn was based 
upon an earlier European model. These 
companies engaged in the business of mak- 
ing mortgage loans and depositing them 
with a trustee as collateral for bonds issued 
to the public. 

Other organizations may be mentioned 
without exhausting the list of institutions 
long familiar to us which have some attri- 
butes in common with the investment trust 
—as, for example, the Asset Realization 
Company and the American International 
Corporation. But in the background there 
have been in quiet operation for a long time, 
in Massachusetts and elsewhere, personal 
property trusts which conform more closely 
to the idea that is coming to be recognized 
as the true picture of the investment trust. 

It is apparent, then, that the words “in- 
vestment trust” need not give us the im- 
pression that in considering an organization 
operating under this title we must abandon 
the common sense standards which have in 
the past enabled us to distinguish between 
sound and unsound undertakings. Finan- 
cial and investment requirements have not 
changed over night. Much less has human 
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nature changed. A new organization calling 
for public support, no matter by what name 
it may be called, must have within it the 
essentials which we have been accustomed to 
demand in other organizations similarly seek- 
ing such support. 

Technical knowledge of the economics un- 
derlying investment may be broadening un- 
der the impulse of research. And this chang- 
ing knowledge may call for new organiza- 
tions, better adapted than the old to apply 
its principles, under proper safeguards, to 
the funds of investors. But these new or- 
ganizations cannot be relieved of the re- 
sponsibility of conforming to certain funda- 
mental criteria based not upon new or com- 
plicated theories, but upon sound, common 
sense and an understanding of the oppor- 
tunities which a loosely drawn. financial 
structure offers to unscrupulous or ill- 
advised promoters. 

-What, then, are some of these criteria, 
and how may we apply them in appraising 
an investment trust? 

First of all, an investment trust must 
serve a purpose useful to the investor. 

In reading the prospectus of a trust, it is 
well to form an opinion on this point at the 
outset. To many it will appear that the most 
useful purpose an investment trust can serve 
is to create an organization through which 
men of wide experience in the investment 
world, supported by a strong technical or- 
ganization, may apply sound principles of 
investment management to the funds of 
numerous investors, upon terms that will 
adequately compensate them for this man- 
agement, yet will leave to the investor not 
only a fair return on the capital he has pro- 
vided, but in addition a reasonable share in 
the profits of management. 

In studying an investment trust, then, we 
should first try to determine whether the 
organizers are principally concerned with 
providing sound investment management 
upon reasonable terms, or whether evidence 
is to be found that this is a secondary con- 
sideration, and that the organizers are in 
reality taking advantage of the present en- 
thusiasm for the words “investment trust” 
with the object of making quick and dispro- 
portionate profits for themselves at the ex- 
pense or at the undue hazard of the in- 
vestor. 


British Reliance on 
Character 


AVING decided that the purpose of the 
trust is useful, it is appropriate to con- 
sider next whether its management is com- 
petent to achieve this purpose. Is the man- 
agement such that we would be willing to 
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entrust our own funds to its care? This 
means that we must be confident not alone 
of its competence, but also of its sincerity 
and integrity. Perhaps it will come about 
here as it has in Great Britain. After many 
sad experiences, the British, in appraising 
the merit of an investment trust, have learned 
to rely mainly upon the character and ability 
of the men behind it. Character, ability, 
common sense and conservatism on the part 
of the managers, combined with a. broad 
knowledge of the field in which they op- 
erate, are essential to the successful conduct 
of an investment trust, as they are essential 
to the successful conduct of any other busi- 
ness or profession. 

And here we have a difficulty, one of the 
great difficulties of the present situation. The 
investment trust has become popular. Secur- 
ity houses throughout the country are be- 
sieged by investors who wish to put some 
of their money into an investment trust. It 
naturally occurs to almost everyone of these 
houses to organize an investment trust of its 
own. But dealers in securities are not neces- 
sarily the ablest conservators of capital. 
Countless trusts are being formed by per- 
sons whose intent is sincere, but who have 
not had wide experience nor taken the time 
to study the experience of others in the man- 
agement of investment portfolios. We can- 
not judge any of these too hastily because 
from among them may grow many useful 
trusts. It is inevitable, however, that a fair 
proportion of the investment trusts organ- 
ized with the best intent, but with an in- 
sufficient background of financial experi- 
ence, will in the normal course pass into 
oblivion. 

In saying this, we need draw no distinc- 
tion between investment trusts and other 
forms of organized effort, for every year a 
great many corporations disappear which 
were organized with high hopes of success. 
That this is so is no reflection upon the 
character of the individuals who promoted 
them nor upon the institution of corporate 
organization. It is merely unavoidable in 
human affairs. It is the way of nature. But 
so far as each one of us is able, when called 
upon to investigate a particular investment 
trust, it seems important that we should be- 
come satisfied as to the character of the man- 
agement and as to whether it has the ex- 
perience and conservatism to serve investors 
to their advantage and without hazard. The 
steps to be taken in this respect are similar 
to those of the usual credit investigation. 

After satisfying ourselves with regard to 
the character of those who sponsor an in- 
vestment trust, we may next consider the 
field of investment in which it proposes to 
operate, and this is to be considered in its 
relation to the experience and capacity of the 
men who are charged with its management. 
An investment trust should operate in a field 
wide enough to provide ample diversification 
and to permit the shifting of funds from 
one industry or class of securities to an- 
other, so that, when one industry or class of 
security furnishes a less favorable oppor- 
tunity for investment than another, funds 
may be transferred from the less favorable 
to the more favorable. 


Systematic Revision Needed 


UR present subject does not include a 
discussion of the principles underlying 
sound investment management, but a quota- 
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tion from an annual report of the Carnegie 
Corporation will perhaps suggest that fre- 
quent changes in the holdings of any fund 
which is kept under constant, informed su- 
pervision, are-essential. It reads as follows: 

“The funds of a great endowment can be 
kept intact only by a systematic revision 
month by month of all securities of the en- 
dowment and by a continuous process of sale 
and exchange as circumstances may affect 
the financial soundness of this or that se- 
curity.” 

The essential service of an investment 
trust is to make available to investors gen- 
erally the type of investment management 
suggested by this quotation. 

Moreover, if the field within which an 
investment trust is to operate is unduly re- 
stricted, the very success of trusts which 
may have adopted the same field, coupled 
with the interest their activities may arouse 
among other investors, will tend to raise the 
price of securities in the restricted field to 
a point where they cease to be attractive or 
even sound investments. In other words, 
by restricting their field too narrowly, they 
become defenseless against the unfavorable 
market situation which will inevitably re- 
sult from their own success. Such a dilemma 
is already apparent in several groups of se- 
curities in the American market, and paral- 
lels a similar dilemma which arose at a time 
when British enthusiasm for investment 


trusts exceeded all reason. This period com- 
menced in 1889. 


Appraising Soundness 


N appraising the soundness of an invest- 

ment trust, then, one cannot neglect to con- 
sider the effect upon the security market of 
its own activities, should they attain to any 
great proportions. This applies not alone to 
investment trusts operating in a limited field, 
but also to those instrumentalities which are 
devoid of any pretense at management and 
represent interests in an unchanging list of 
securities. These are the fixed list, bankers 
share, or trustee share units. If, under the 
skilled advertising methods sometimes em- 
ployed in distributing these instruments, ever 
greater sums are collected for investment in 
a fixed list of stocks, it is not hard to see 
how the floating supply of some, if not of a 
majority of stocks in the fixed list will be- 
come so depleted that further purchases can 
be made only by paying exorbitant prices. 
This is the more likely to happen in that the 
same securities appear in the fixed lists of 
several organizations conducting national 
campaigns for the distribution of their units. 
There is no denying that a participation in 
a fixed list of securities is the easiest thing 
to sell. We can, therefore, await with lively 
curiosity the cumulative effect of the activi- 
ties of this group upon the market for cer- 
tain popular securities. 

Let us, however, return to the serious con- 
sideration of the investment trust which is 
designed to apply management to the funds 
of numerous investors. After ascertaining 
that the trust has a wide enough field in 
which to operate effectively, strangely enough 
it may be desirable to learn whether or not 
this field has any limits. Some have argued 
that there should be no limits to the field in 
which a given investment trust may op- 
erate, and no restrictions upon its manage- 
ment, if that management can qualify under 
the high standards which have been sug- 
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gested as essential. And a very fair case can 
be made for this view. 

Yet an investor is entitled to know that 
the field in which an investment trust 
operates bears some relation to the extent 
of the knowledge and experience of its man- 
agers, and to the size, character and etfec- 
tiveness of the technical organization which 
they command in the management oi the 
trust. If the field is worldwide, one must 
know that the trust operating in this vast 
arena has an organization conversant with 
the security markets of the world, and that 
the men supervising the management are 
competent to act wisely upon the advice of 
this organization. There are advantages to 
be gained by transferring funds at intervals 
from the investment markets of Europe to 
those of the United States or of the Far 
East. But this cannot be wisely undertaken 
by an organization which is not effectively 
operating throughout the world. 

Similarly, within whatever field an invest. 
ment trust operates, it is desirable to know 
that it has an effective organization compe- 
tent to. serve investors within the field it 
has chosen. 

Finally we come to the question of whether 
or not the structure of the trust is sound. 
This is so often given precedence in the 
discussion of investment trusts that what we 
have suggested as the more vital considera- 
tions are neglected. After becoming satis- 
fied with regard to the factors which we 
have already discussed, one might be tempted 
to take it for granted that the structure of 
the trust under consideration would be 
sound, because men who deserve to be en- 
trusted with the responsibility of managing 
the funds of others are not likely to lend 
their names knowingly to an organization 
whose structure does not provide proper 
safeguards for the investor. Such men do 
not wish to profit at the expense of others, 
much less to manage the funds of others 
upon the contingent basis of sharing dispro- 
portionately in the earnings or -profits re- 
maining after a conservative return has been 
paid on the capital provided. Such a basis 
has in the past encouraged speculative prac- 
tices that have not always proved success- 
ful. If they themselves have not provided 
a substantial fund as a protection to in- 
vestors, they will require only adequate 
compensation for services rendered. They 
may differ as to the manner in which they 
should receive this compensation, but on the 
whole one would not expect their charges 
to be exorbitant. 


Each Structure On Its Merit 


7 E might, then, say to ourselves: “We 
are satisfied with the management—let 
us give them free rein to invest as they will 
and to charge for their services as they see 
fit.” But the history of finance in general 
and of the investment trust in particular sug- 
gests the prudence of adopting a somewhat 
less Utopian attitude. It was not investors 
in trusts with obscure directorates who alone 
suffered severely in 1891-1892 in Great 
Britain. Therefore, even though the charac- 
ter of management will always remain of 
first importance in the appraisal of an in- 
vestment trust, its structure, as well as the 
restrictions imposed upon its management, 
must also be carefully considered. 
So many variants have appeared in the 
(Continued on page 412) 


~ 
t 
> 
‘ 


Pooling of Trust Investments 


_. By L. H. ROSEBERRY 


Vice President, Security Trust & Savings Bank, Los Angeles 


The Plan Which Presumes That the Bulk of the Securities Would 
Be Stocks Calls for Change in the Common Law as Well in 
Public Opinion. The Settlement of One Trust Without Harm 
to Others in the Pool One of the Serious Problems to Be Met. 


HE proposition of pooling trust in- 

vestments is one which has un- 

doubtedly intrigued the thought of 

most bankers at one time or another. 
Any constructive suggestion which relates 
to possible improvements in trust company 
service should be given due consideration 
and discussion, even if it implies changes 
in corporate fiduciary practice so radical as 
to frighten those who are conservatively 
minded, either by nature or by the training 
which goes with the banking profession. 
Trust companies are quasi-public institu- 
tions, and because of the very nature and 
magnitude of the trusts which are bestowed 
upon them, owe it to society to adopt every 
sound and proved method which will in- 
crease their efficiency or better their ser- 
vice, 

It has been an axiom of trust company 
administration, almost from time immemo- 
rial, that individual trusts shall be kept 
separate and distinct from each other, with- 
out commingling of assets. This has been 
the common law in effect for several hun- 
dred years, later confirmed by statute in 
most if not all of the states of the Union. 
One of the firmest and most fundamental 
principles underlying trusts since their in- 
ception centuries ago, was the recognition 
of and strict adherence to this principle of 
maintaining the sanctity of identity as be- 
tween individual trusts. The idea has, in 
fact, become so firmly inculcated in the 
minds of the public and trust officers gener- 
ally that any effort to change the existing 
practice should not only be given the gravest 
thought and study, but would have to be 
preceded by cautious investigation to feel 
out the attitude of the public, and then, if 
adopted, be followed by carefully planned 
publicity calculated to revamp the now 
popular ideas concerning the administration 
of trust assets. 


Difficulties of a Change 


F we should assume for the moment that 

it would be found advisable to adopt the 
policy of pooling trust investments, in whole 
or in part, issuing participation certificates 
to the various trusts for their proportionate 
contributions to the pool, the practical diffi- 
culty of overcoming the previous law and 
traditions to the contrary, revising and 
amending the statutes of the various states, 
and completely revamping public opinion, 
would be a formidable task which it would 
take years to accomplish, if in fact it could 
ever be accomplished successfully. There 
is a grave danger, too, that any attempt on 
the part of the trust companies to bring 
about such a radical change in practice 


might at once arouse that suspicion or shade 
of doubt in the public mind which trust 
companies have so religiously and success- 
fully guarded against thus far. 

The idea of pooling trust investments un- 
doubtedly originates from the investment 
trust, which has had some vogue in Great 
Britain and, more recently, in this country. 

The theory of the investment -trust, of 
course, is that it permits small individual 
investors to enjoy the safeguards or the 
profits of widely diversified securities. -The 
investment trust was devised primarily for 
the handling of stocks, which by their na- 
ture are subject to fluctuation. Proponents 
of the investment trust idea assume that 
there shall be losses on some of the securi- 
ties in the portfolio, but frankly state that 
they expect such losses to be outweighed by 
exceptional profits on other investments in 
the portfolio. 


Objectionable Premises 


ERE we have two premises, that of 

possible losses and that of occasional 
speculative profits, that are repugnant: to 
good trust company policy. One of the 
fundamental principles of trust company 
management is that there shall be no losses, 
and because of the nature of the securities 
which must be selected to maintain this 
ideal, it follows that only occasionally will 
there be any speculative profits, nor must 
any such be expected. 

The investment trust is a device for deal- 
ing in stocks, many if not most of which 
are frankly speculative. Trust companies, 
generally speaking, deal not in stocks but 
in bonds and mortgages, and purposely se- 
lect securities which have the minimum of 
fluctuation in order to secure the maximum 
of safety. The theory of the investment 
trust is that fluctuations will be ironed out 
by diversification and the law of averages. 
The theory behind trust company invest- 
ment is that there shall be no material 
fluctuation. The two ideas are fundamentally 
different and always will be, because the 
objects to be accomplished, and the neces- 
sary methods of accomplishing them, will 
always be different. 

The investment trust idea presumes that 
the bulk of the securities will be stocks. 
The statutes of most states dictate that 
trust funds shall be placed in public bonds 
or secured obligations of various kinds, in- 
stead of in stocks. While in some states 
stocks are “legal,” the trust companies in 
such states are cautious about investing trust 
funds in them. If we are to adopt the in- 
vestment trust plan, it seems to me that 
we must admit that stocks are better in- 
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vestments than bonds, when diversified, and 
then go about changing the common law 
and public opinion, which has been developed 
after years of education and persuasion. 
The ideal trust policy does not admit of 
losses, but ideals are not always realized to 
perfection. However, a survey made by the 
Committee on Research of the Trust Com- 
pany Division, American Bankers Associa- 
tion, in December, 1923, under its Ques- 
tionnaire Number Four, and which covered 
a period of twenty years, developed that 
there had been no losses actually suffered 
by the beneficiaries of any trust administered 
by American trust companies during that 
time. Such small losses as are experienced 
are at once absorbed by the trust companies 
themselves. In so far as there are no losses, 
the plan of pooling investments to prevent 
losses would seem to be wholly a moot and 
not a practical question. The laws, practices, 
procedure and methods of trust companies 
are being rapidly perfected to further mini- 
mize any chances of losses to trust funds 
administered by trust companies. 


Great Britain’s Experience 


HE idea of pooling trust investments is 

another form of introducing the practice 
of permitting the trustee to purchase, with 
trust funds, beneficial certificates or shares 
in investment trusts; in other words, to 
create a new classification of securities or 
investments for trust funds. It is doubtful 
whether the history of investment trusts 
will justify legalizing certificates or shares 
in these trusts for trust company invest- 
ment. Much stress has been laid on suc- 
cessful investment trusts in Great Britain, 
and proponents of the idea that they should 
be made legal for trust company invest- 
ment in this country intimate that such 
trusts would be managed on the same con- 
servative basis as the successful ones in 
Great Britain. We must not forget, how- 
ever, that many of these British trusts have 
failed through lack of proper investment 
conditions or because of improper or in- 
capable management. Apparently the in- 
vestment trust gives rise to many tempta- 
tions and the human equation is uppermost, 
‘which is objectionable from the standpoint 
of a trustee. One can easily understand 
that the man who is charged with selecting 
securities to go into the investment trust 
portfolio can very readily fall into the 
careless habit of assuming that any losses 
will be unnoticeable when thrown into the 
general average, and, in fact, this has been 
the history of many such investment trusts 
here and abroad. Trust company invest- 

(Continued on page 420) 
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The Clearing House Section 


Discussions Showing That the Clearing House Associations 
Constitute the First Line of Defense Against Questionable Bank- 
ing Practices. Progress of the Section’s Work as Indicated by 
Speaker. 


Reports. 


ESIDES the three program speeches 

before the members of the Clear- 

inghouse Section at its annual 

meeting in Houston, Governor Ben 
Paulen of Kansas made an impromptu ad- 
dress. 

The three on the program were C. A. 
Chapman of Rochester, Minn.; Fred W. 
Ellsworth of New Orleans and 
J. S. Love of Jackson, Miss. 
Their addresses are given else- 
where in this issue. Governor 
Paulen said in part: 

“Several of my friends asked 
me how it happened that I was 
elected governor of the state of 
Kansas while I was actively en- 
gaged in the banking business. I 
think perhaps the main reason 
the people of my state honored 
me by that office was because my 
predecessor made a football of 
the banking department. It was 
full of politics. I have never be- 
lieved that politics should enter 
into the banking department of 
Kansas or any other state, and I 
made a promise to the people of 
my state that if I was elected 
their governor, I would divorce 
the banking department from 
politics. I have endeavored to 
do that. We secured the passage 
of a law which provided for a 
banking board. The legislature 
of Kansas is, as you know, 
strongly Republican. Several of 
the partisan Republicans insisted 
that that should be a partisan 
board. I told them that I did not 
want them to say it should be a 
partisan board or a non-partisan 
board, but simply create a board 
of a certain number of members 
and I would appoint a banking 
board to work in conjunction 
with the bank commissioner of Kansas, and 
I would guarantee to them that within one 
year after that bill became a law, the people 
of the state, regardless of politics, would be 
free to admit that the banking department 
of Kansas was not a political machine. 

“The bill was passed. It was my pleasure 
to appoint on that board, four members. I 
appointed two men who were supposed to 
be Democrats and two men whom I knew 
to be Republicans. The banking board was 
organized, with the bank commissioner as 
the fifth member, and they have functioned 
well. 

“During my campaign for a second term, 
I am positive that the result of that one ac- 
tion had more to do with my majority than 
any other one thing. Naturally, I am more 
interested in banking than any other profes- 


Governor 


sion or occupation. I have been engaged in 
the banking business in my state for a num- 
ber of years, and I was actively a country 
banker when I was nominated for Governor 
of Kansas. Having served as president of 
the Kansas Bankers Association, I was 
dubbed by my opponents as a plutocrat who 
did not understand the needs of an agricul- 


O. Howard Wolfe, Cashier, Philadelphia-Girard National Bank, 
Philadelphia, Incoming President, Clearing House Section. 


tural state like Kansas. Yet I had lived in 
that state for fifty odd years, and I knew 
something about the wants and the needs of 
the people of that state. 

“T believe that the bankers all over this 
nation do not pay enough attention, not 
alone to politics in their own localities, but 
to the different things that come up in their 
communities. We are too afraid that if we 
take a stand on one side or the other we 
might lose an account here and there. I 
believe that is the wrong attitude to take. 
The bankers in any community can mold the 
opinion of that community easier, quicker, 
and more surely than any other profession 
in that community, and I think it is your 
duty as bankers to take a positive stand for 
everything that will be for the betterment 
of your community. 


344 


Ben Paulen of Kansas a 


“I do not have any sympathy with the 
man or the woman who is not willing to 
give his time and his talents and his money, 
if necessary, to make the place he calls 
home the best place in the world. It is 
your duty as an individual, as a citizen, as a 
banker, to be on the right side of every 
civic movement in your own community. [| 
do not believe you will lose cus- 
tomers by taking a positive stand. 

“The bank with which I am 
connected has long enjoyed the 
confidence of the people of the 
community, for they know that 
regardless of any project men- 
tioned in Wilson County, the 
very first question asked is, 
“What position will the Wilson 
County Bank take?” I believe 
that as bankers we should get 
our institutions in that kind of 
position. I do not mean politi- 
cal—not always, but I do mean 
that the bank with which you,are 
connected should be a positive 
force in the community in which 
you operate, and if you cannot 
mold the influence of your com- 
munity or help to do it, then I 
do not believe you are operating 
the kind of bank you are capable 
of operating. 

“I sometimes wonder if those 
of us who are engaged in that 
profession are proud of the fact 
that we are in the banking busi- 
ness. If you are not, men and 
women, my advice would be to 
you to sell out your bank and get 
in some business you like, be- 
cause I know you cannot make a 
success of any business unless 
you are thoroughly in love with 
the business in which you are en- 
gaged. 

“Personally, I think the bank- 
ing profession is the greatest profession in 
the world, and I am proud of the fact that 
I am in that profession. As long as I ama 
banker I want to do everything I possibly 
can to encourage the bankers of my state 
and of the nation to be more efficient, to 
wield more influence in their communities, 
to stand for the things you know you should 
decide, it is a very easy matter to know 
whether we are on the right side or the 
wrong side of things. If you will endeavor 
to do that, I am sure that the bank with 
which you are connected will be an institu- 
tion worthy of the name. 

“T hope when you go back to your re- 
spective homes after this wonderful meet- 
ing in this delightful city of Houston, you 
will go home with the idea that your insti- 

(Continued on page 360) 
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Over 400 Clearing Houses 


By JOHN R. DOWNING 


President Clearing House Section and Vice-President Citizens Union National Bank, Louisville, Ky. 


The Credit Bureau Designed to Make the Way Difficult for the 
Duplicate Borrower and Other Activities to Add to the Safety 
and Efficiency of Banking. Clearing House Examiner System 
Organized in Northern Nebraska and State Official Assigned. 


HE Clearing House Section of the 

American Bankers Association was 

not and is not merely a _ loosely 

formed organization of independent 
clearing houses, but rather a laboratory to 
which are referred the multifarious prob- 
lems that arise from time to time in bank- 
ing as well as the unsolved questions of 
procedure which we have with us from year 
to year. ; 

Shortly after the adjournment of the Los 
Angeles Convention a meeting of the officers 
of the Section was called at headquarters 
in New York, where we adopted a plan of 
procedure and selected as our slogan: “Bet- 
ter and Safer Banking.” 

Briefly, the result of that session was the 
adoption of a platform of procedure: 

To extend the scope of clearing house or- 
ganizations, adding to their number and 
making more effective those already organ- 
ized; to install credit bureaus; to evolve 
an ideal set of rules and regulations to gov- 
ern clearing houses ; to insist upon the impor- 
tance of analyzing bank accounts of all kinds ; 
to recommend an assessment of an equitable 
service charge against unprofitable accounts ; 
to bring about the uniform use of stand- 
ardized checks, drafts, vouchers, etc.; to 
recommend a uniform negotiable warehouse 
contract and a warehouse receipt which 
could be accepted at its face value; to pre- 
pare a revised edition of financial statement 
forms of all kinds, and to especially co- 
operate with the National Association of 
General Contractors on a uniform statement 
for contractors of all kinds; to make a na- 
tional survey of payroll problems; to study 
the question of escrow and custody charges ; 
to have prepared a comprehensive analysis 
of distribution of banks’ gross earnings in 
relation to overhead and other charges, with 
the eventual hope in mind of recommending 
a form of budget for banks of all sizes; 
to bring about better examinations from 
within by lending aid and encouragement to 
organizations of auditors and comptrollers. 

Last, but not least, the extension of clear- 
ing house examiner systems not only in the 
larger cities but in the smaller communi- 
ties, through organization by districts, with 
an examiner in charge and responsible for 
a particular section or district. 


F Over 400 Clearing Houses 


HE Committee on New Clearing House 
Associations, under the leadership of 
Chairman H. Y. Lemon, prepared an inter- 
esting and appealing brochure on “Why a 
Clearing House Association?” clearly set- 
ting forth the advantages accruing to banks 


from clearing house association work, and 
how to organize and successfully operate 
an association. The states were divided into 
four major districts, each with a general 
chairman who, with the cooperation of our 
state representatives, waged a_ successful 
campaign for the installation of new clear- 
ing house associations, both city and county 
type. As a result, seventeen new associa- 
tions were organized, bringing the total num- 
ber of associations in operation, for the 
first time in banking history, over the 400 
mark—or, to be exact. 406, with many more 
in process of formation. 

Our Committee on Credit Bureaus, W. F. 
Augustine, Chairman, likewise made a study 
and survey of city and county credit bureau 
work, designed to head off “Mr. Duplicate 
Borrower.” Their report, which sets forth 
clearly the most successful types of credit 
bureaus, with detailed explanation for or- 
ganization and operation, has already stimu- 
lated interest in credit bureaus, resulting in 
the installation of this valuable clearing 
house feature in numerous county bankers 
associations and local clearing houses. 


Wide Interest Shown 


ERHAPS no feature of our work has 

elicited such a widespread interest. Active 
organizations are reported in practically 
every state. The number is being added to 
almost daily, and in many cities and com- 
munities where they have been unable to 
organize a regular examiner system they 
have availed themselves of this opportunity 
to bring about better cooperation with refer- 
ence to extension of credit. I quote from 
the report of the committee, submitted at 
Hot Springs: 


“In a certain county where a credit bureau was 
installed this year, the following interesting and 
amazing facts were brought out: 


customers borrowing from 2 banks 
customers borrowing from 3 banks 
customers borrowing from 4 banks 
customers borrowing from 5 banks 
customers borrowing from 6 banks 
customer borrowing from 7 banks 
customer borrowing from 9 banks 
“How a customer could successfully bor- 
row from nine banks at the same time is 
a mystery, and should qualify him as an 
expert in financial legerdemain. We will 
venture no explanation of this feat, but we 
do know that such situations are causing 
bankers everywhere to sit up and take notice 
and to be active in taking steps to safe- 
guard banking against this evil through the 
instrumentality of a credit bureau.” 
A. G. Biggerstaff, Chairman of the Com- 
mittee on Clearing House Rules and Prac- 
tices, reports that his committee spent sev- 
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eral months in making a survey and study 
of the articles of association and rules and 
regulations used by clearing houses through- 
out the country, and from this study and 
the consensus of opinion of leading bankers 
and clearing house managers from all sec- 
tions of the country selected the best and 
most successful practices in general use, and 
from these data prepared and issued in pam- 
phlet form what is known as Standard 
Articles of Association, Rules and Regula- 
tions for Clearing House Associations. This 
pamphlet was sent to all clearing house asso- 
ciations as well as to those planning to or- 
ganize, and has met with enthusiastic ap- 
proval and has already resulted in bringing 
about greater uniformity of regulations and 
efficiency of service. 

No activity of the Section has enlisted 
a more lively interest than the pam- 
phlet issued by our Committee on Analysis 
of Accounts, of which O. Howard Wolfe 
is Chairman. This booklet was prepared to 
meet a widespread demand for information 
and suggestions as to cost accounting, par- 
ticularly meeting the needs of smaller banks 
which in recent years have been confronted 
with the necessity for analysis, due to con- 
stantly increasing overhead and other costs. 
The enormous demand for this booklet indi- 
cates that the rule-of-thumb day in bank- 
ing is gone. Banking economies demand 
that profit and loss elements be definitely 
determined and allocated in order that re- 
medial steps may be taken to stop leaks and 
losses. As a result of analysis of checking 
accounts, made by thousands of bankers, 
equitable service charges have been made by 
the banks in over 1000 cities and towns, 
as well as by hundreds of county bankers 
associations. In this work the important 
step is to educate the banks’ customers that 
the plan is reasonable, fair and just. To 
assist in this feature the Clearing House 
Section issued a folder setting forth in an 
interesting manner a “Conversation between 
a Depositor and a Banker Regarding Ser- 
vice Charges on Unprofitable Accounts.” 
Over 150,000 copies of this pamphlet alone 
have been ordered by banks for distribution 
among their customers. 


Standard Check Campaign 


UR Committee on Standardization of 
Checks, under the leadership of Chair- 
man Dunbar, has conducted a vigorous ‘cam- 
paign for the universal adoption of the sizes 
and uniform face arrangement agreed upon 
at the National Conference on this subject, 
instituted by the Clearing House Section last 
(Continued on page 415) 
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Selling Banking Services by 
Cooperative Advertising 


By FRED W. ELLSWORTH 


Vice-president, Hibernia Bank and Trust Company, New Orleans, La. 


Now that the Major Facilities of Practically All Up-To-Date 
Banks Are the Same, Banks Can Increase Their Use By Joint 
Advertising. How the New Orleans Banks Inform the Public of 
How They Can Serve It. Results Obtained Have Justified Plan. 


ODERN banks, by constantly 
adding to and improving their 
functions and by the inexorable 
urge of competition, are gradu- 
ally but inevitably standardizing their ser- 
vice so that the average customer can now 
be sure of adequate and competent attention 
regardless of the bank that he chooses. 

As concrete evidence of this standardiza- 
tion, we find that the details of their major 
facilities have become common to practical- 
ly all up-to-date banks. Each has its com- 
mercial department for the convenience of 
local and regional trade, its foreign de- 


partment for international transactions, its ~ 


savings department for the thrifty, its bond 
department for the investors, its vault de- 
partment for the safe keeping of valuables, 
and its trust department for handling the 
fiduciary needs of its customers. 

Bankers are familiar with these trite facts 
but the general public is not. Although 
millions use the banks, these same millions 
are largely unaware of the wide variety of 
invaluable services that are theirs for the 
asking. The savings depositor, as a rule, 
knows nothing about the checking account 
and its constant convenience; the commer- 
cial depositor, as a rule, does not know that 
“for less than two cents a day he can have 
his valuable papers safeguarded in a fire 
and burglar proof vault;” the patron of 
the foreign department, as a rule, has not 
the faintest idea that the trust department 
can save him time and money and worry 
today, and assure his loved ones a depend- 
able competence tomorrow. 


The Banker’s Fault 


ND all this is our fault. We bankers 

have been so diffident about preaching 
the “gospel” of sound banking service that 
while there are millions who do use our 
facilities, there are also other millions who 
do not, but should, and not merely for the 
purpose of satisfying our selfish desire for 
more business, but because by such contact 
they are contributing to their own com- 
fort and happiness. 

True, in the last decade or two, we have 
enlarged and improved the broadcasting of 
our message. Thanks to the constructive 
educational enterprise of the American 
Bankers Association, the Financial Adver- 
tisers Association, and several high-class 
agencies that have specialized in financial 
advertising, our banks now are publicly tell- 


ing their story far more consistently and 
persistently and effectively than ever before. 
And their recent remarkable growth, in part 
at least, can be credited to this intelligent 
publicity. 

However, despite the present maximum 
efforts to sell banking service, we know that 
our people are not as thrifty as they should 
and could be, they use the bureau drawer 
and the pantry shelf far more than they do 
the safe deposit vault, and more than ninety- 
nine. per cent of the people know little or 
nothing about the trust department. 

What’s the matter? 

The World War, with its tremendous ex- 
ample of cooperative effort taught our peo- 
ple how to save as they never had saved 
before. 

Money in the savings banks prior to the 
war was approximately $4,500,000,000; to- 
day the total is $9,500,000,000. This means 
of course, that the education in thrift by 
means of constant advertising produced 
greater results in a few years than were 
produced in all the century or more pre- 
viously. 

During 1918-19 our people saved, by 
means of Thrift Stamps and War Savings 
Stamps, considerably more than $1,000,000,- 
000, and this, of course, was made possible 
by concentrated and comprehensive advertis- 
ing. But even with all this development, our 
people have on deposit in the savings banks 
barely ninety dollars per person. 

Banking institutions have accomplished 
and are accomplishing a great deal by way 
of educating our people along sound eco- 
nomic, financial and fiduciary lines, but most 
of this advertising is essentially individual, 
and obviously for the plain purpose of build- 
ing the business of the individual bank. 


Continuous Advertising 
Program 


N various cities numerous efforts have 

been made by forward-looking bankers to 
get together on some form of advertising 
plan whereby the banks and trust companies, 
acting as a unit, could spread the gospel of 
intelligent, constructive thrift, and of bene- 
ficial fiduciary service. 

A few of these efforts have been success- 
ful but none of them has been continued 
permanently. Unfortunately in some in- 
stances there has been failure principally 
because of local jealousies, or of improperly 
drawn basic plans. 
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In New Orleans, however, there exists a 
conspicuous example of what banks can do 
by actually getting together and coordinat- 
ing in a big, broad way on a definite, con- 
tinuous program. This New Orleans plan 
is achieving the five-fold purpose of: (a) 
Building mutual good will among the banks ; 
(b) Spreading in the community the gospel 
of sound thrift and intelligent fiduciary 
banking; (c) Eliminating programs and 
practically all other undesirable ‘“compli- 
mentary” advertising; (d) Saving advertis- 
ing expense; (e) Producing substantial new 
business for the participating institutions. 

Here is the way the plan operates: Each 
participating bank is represented by one of 
its officers on a committee known as the 
Associated Banks’ Advertising Committee. 
This committee meets at lunch every Tues- 
day and swaps experiences had during the 
week with industrious advertising salesmen, 
discusses general policy, new plans, adver- 
tising copy, applications for so-called “com- 
plimentary” or “graft” advertising, and other 
essential details. 

One of the members of the committee acts 
as chairman and another secretary, each of 
whom serves during “good behavior.” The 
secretary makes a complete record of each 
meeting and sends to each member a copy, 
which ultimately is lodged with the adver- 
tising department of each of the respective 
banks. 

The arrangement between the banks is 
quite informal and can be discontinued at 
any time, except in so far as the several 
banks are jointly obligated on contracts. 
And nothing in the arrangement interferes 
with or in any way affects the advertising 
policies of the respective participating in- 
stitutions, or the individuality of their ad- 
vertising. Nor does the arrangement pre- 
vent any of the banks from conducting what- 
ever independent advertising it may desire 
to carry, whether it be on behalf of its 
savings department, its trust department, or 
any other department or feature of its 
service. 


One Advertisement Daily 


tire joint advertising in the New Orleans 
dailies appears according to a definite 
schedule, and one advertisement is published 
every business day in the year. Each ad- 
vertisement occupies space of approximately 
450 lines, or three columns in width by about 
ten inches in depth. 
(Continued on page 428) 


Restoring Banking’s Prestige 


By C. A. CHAPMAN 


President, First National Bank, Rochester, Minn. 


The City or District Clearing House System Will Eliminate 


Destructive Competition, Promote Public Confidence, Mobilize 
Community Credit and Forestall Objectionable Legislative 


ITY and district regional clearing 

houses are voluntary associations 

built upon the broad foundation of 

professional solidarity, ethics, and 
common group interest. They are either 
formed out of institutions located in spe- 
cific cities or out of groups of banks serving 
one or more counties, and they voluntarily 
undertake a number of indispensable func- 
tions which may be enumerated. 

First, each association has a credit bu- 
reau wherein is centralized all detailed credit 
information covering the entire field of the 
association. This eliminates the former 
practice of duplicate borrowing and shop- 
ping by borrowers from bank to bank. It 
also centralizes information as to undesirable 
and unprofitable accounts. 

Second, each association realizes that a 
safe and sound bank is one which is making 
liberal profits, otherwise it cannot sustain 
unavoidable losses. Each association, there- 
fore, conducts a continuous analysis of 
profits, compensation, and expense in order 
to eliminate inordinate costs and discover 
deficiencies in remuneration for service. 

Third, each association examines into and 
restrains destructive, cut-throat and preda- 
tory competition among its members. It dis- 
courages promotional banking and such prac- 
tices as breed insecurity and hazard. 


Acts as a Mediator 


OURTH, each clearing house examines 

into taxation, fixes the hours for doing 
business, and intermediates among the mem- 
bers whenever found necessary. 

Fifth, it provides a system of examination 
carried out by the aid of an adequate staff 
of highly trained and broadly experienced 
bankers devoting their lives to the specialty 
of bank examination. For the use of these 
clearing house examiners and executive com- 
mittee, there are weekly statements of re- 
sources and liabilities and operations - in 
detail furnished by each member bank, to- 
gether with copies of the reports of exam- 
inations of state and national bank exam- 
iners furnished with the consent of the ex- 
amined banks and the supervising depart- 
ments. In addition there is the central credit 
file and the central liability ledger consoli- 
dating all the lines of all the borrowers 
operating within the territory served by the 
member banks within the clearing house. - 

Sixth, directing the work of the clearing 
house examiners and determining policies and 
remedial measures, there is the executive 
committee of each clearing house association 
composed of five or more committeemen 
elected by the members of the association 


Nostrums. Die-Hard Opposition Must Be Left Out of Account. 


for terms of years. It is the function of 
the executive committee to learn of abuses 
on the part of members, of disregard for 
the tenets of banking ethics and infractions 
of the rules of good banking practice or 
the employment of unsafe methods, and to 
make recommendations or apply remedies. 
To all of this the members voluntarily as- 
sent. This executive committee has the 
whole-hearted support and cooperation of all 
the members of the clearing house associa- 
tion who aid and assist the examiners in 
every way for the common good. 


It Also Is a Stabilizer 


EVENTH, each association combats the 

organization of promotional banks or 
the creation of institutions for which there 
is no public necessity and continually brings 
its influence and prestige to bear on banks 
which do -not comply with the best practice 
and ethics. The clearing house supports its 
members in adversity so long as they are 
able to marshal good assets and display the 
foundations for credit. It acts to stabilize 
and support the member institution until it 
is again able to stand in its own strength. 

Eighth, each association presents to the 
public a solidarity in the banking group 
which invites and supports the public con- 
fidence. It is able to speak collectively and 
authoritatively to the public for its members 
and the profession as a whole, and to act in- 
stantly in emergency for the public benefit. 

Ninth, it maintains the necessary systems 
of protection, and where necessary installs 
intercommunicating burglary-alarm systems, 
policing, transportation of money and se- 
curities, and, in general, presents a solid 
front to the criminal world with which it 
makes no terms and with which it will 
neither settle nor compromise even on res- 
titution. 

Tenth, it conducts continuous study 
through appropriate committees of all local 
conditions in which it participates, investi- 
gates new methods and new practices, and 
keeps itself abreast of the best banking 
knowledge applicable to the local needs. 

Concluding the functions and accomplish- 
ments of this superlative system, let it be 
said that no depositor has ever lost a dollar 
through failure or insolvency of a member. 


Millennium Not Yet Here 


h tee are naturally surprised to thus hear 
that the millennium has come in bank- 
ing and that ideal conditions are universal. 
They are not, it is true. I have painted 
with the brightest pigments gathered here 
and there over the entire country. I have 
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painted a horizon composed of the high 
peaks of the whole range of achievement. 
I have assembled as one composite. whole 
the disconnected and widely-separated ac- 
complishments throughout American inde- 
pendent banking. Unfortunately there is as 
yet no:coherence or integration. Still we 
ought to have them. We could possess both 
the mechanism and the spirit to use the 
mechanism if we really wanted them. 

As a matter of fact, and on the contrary, 
we have been for six years past, and now 
are in a trying and critical situation. In 
many states we have been frankly told by 
the legislators, and in the nation as a whole 
it has been flatly declared by congressmen, 
that unless the bankers clean house and put 
themselves in order we shall no longer be 
allowed to run our own business unrestrained. 
Legislators declare that unless we organize 
and stabilize, they themselves will take a 
hand in the field of invention and experi- 
mentation in finance. They have already 
acted upon these threats in some quarters, 
and we have had to flounder in the immoral 
morass of bank guarantee with all of its 
false pretentions and its final complete fail- 
ure wherever tried. 

There has been something distinctly wrong 
with us in both spirit and material. In the 
seven years, including 1920 and 1926, 3124 
banks failed out of a total of 30,086. In- 
vestigations have been under way under both 
public and private direction to learn the 
causes for this catastrophe. 

The American Bankers Association has 
itself undertaken an investigation under the 
direction of O. M. W. Sprague, professor 
of banking, Harvard School of Busiress, and 
his report will soon be forthcoming. 

With the subject of general economic con- 
ditions surrounding and underlying this period 
of failures, we shall for the moment do 
nothing but address ourselves to the faults 
which are self-contained within our own 
professional group. 


Evils Still to Be Remedied 


NFORTUNATELY my first picture 
covered only a little portion of the 
situation, for there are approximately 400 
clearing houses in the United States, and 
only a fraction of these employ special ex- 
aminers. Outside these examiner clearing 
house associations there has been a holo- 
caust of destruction. The total loss is be- 
lieved by some authorities to exceed the 
total capital of the American banks as of 
1919. What underlying causes exist for 
which we, ourselves, as bankers 
sponsible? 
In the first place, we promoted too many 
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banks, especially in the agricultural districts. 
There were no clearing houses to oppose 
this promotional expansion. Bank equip- 


ment concerns ‘looking for sales, promoters: 


seeking funds to exploit, men hunting bank 
jobs, politicians cultivating voters, the pub- 
lic wanting more banks in which to dupli- 
cate, all combined to do their deadly work 
in the inordinate multiplication of banks. 

The competitive situation thus created re- 
sulted in two great fears which in different 
degrees possessed all bankers. They began 
to fear their own customers, whose business 
they desperately needed to make their profit 
and loss accounts balance. They feared 
greatly their competitors lest they take this 
business away by bidding more for it in 
interest fates Or frée service. For fear 
these competitors’ would desperately beat 
them to the ‘goal, they, themselves, did the 
dangerous thing first and loaned too much 
money on too. little collateral. 


Then, the ‘‘Great Freeze”’ 


HE “great freeze” followed. There were 

too few clearing houses to furnish the 
prevention necessary to restrain this fright- 
ful situation, to eliminate the bad practices, 
and to discourage excessive, ill-advised loans, 
and unrestrained competition. 

The absence of clearing house - facilities 
resulted in rates of interest on time money 
running in. some districts as high as 8 per 
cent, as well as uncovered loans on second 
mortgages, loans on contracts for deed, on 
option contracts, and on almost any sort of 
documents .or interest or value however 
fugitive. 

When these loans began to turn “sour,” 
the banks followed them up hopefully and 
redeemed from foreclosures of prior mort- 
gages and senior judgment claims. We soon 
beheld the spectacle of the entire capital and 
surplus, and in hundreds of instances a con- 
siderable part of the depositors’ money rep- 
resented outright by “other real estate” in 
bank statements. 

Banking. supervision got along the best it 
could, using compulsion where law infrac- 
tion existed, and in addition whatever sua- 
sion it could muster to secure replacement 
through voluntary assessments of the de- 
stroyed capital and to eliminate the frozen 
assets. Supervision worked against the med- 
dling of political intervention constantly 
sought by the banks which were under pres- 
sure, and it was remarkable that any meas- 
ure of public confidence was retained at all. 
Public confidence seemed to be the most 
stable and secure factor in the entire situa- 
tion. Very much credit is due the public for 
its faith and its restraint in the face of the 
situation through six gruelling years. 


Cooperation Chief Need 


ORTIFICATION against repetition of 

the experience is to be sought in a tre- 
mendous enlargement of cooperation among 
the bankers themselves. Scattered through- 
out our great professional group over the 
whole nation there is a positive opulence 
of experience, of special knowledge, of ex- 
pert training, and of good advice. This 
wealth of learned counsel only awaits the 
setting up of a common treasury in which 
it shall be available to all. Such a treasury 
is the clearing house with the examiner 
adjunct. Shall we use it? 


AMERICAN BANKERS ASSOCIATION JOURNAL 


So convinced is the clearing house section 
of the undoubted value of the cooperative 
remedy that it has in recent years addressed 
itself primarily and chiefly to two great en- 
deavors. Its leaders have been convinced 
that these alone can save the independent 
banking system of the United States. Th 
first of these projects is the formation of 
new -clearing house associations in every 
town having two or more banks, and the 
formation of district clearing house asso- 
ciations so that every bank in the United 
States shall be a member of a clearing house. 
The second project is the institution of clear- 
ing house examination, including centralized 
credit files and borrowers’ liability records. 

We are being crowded into close quar- 
ters for the immediate election of one of 
two alternatives. We must choose either 
independent banking cooperatively followed 
and functioning through some system of 
examiner clearing houses, or else accept some 
system of branch banking or government- 
managed and directed banks. 

In the face of this critical situation there 
are still some members of the banking group 
here and there who are so purblind, so self- 
willed, so suspicious of their fellow men or 
so outworn and obsolete as to ignore or 
actually oppose the inevitable evolution of 
American banking. It is not enough to say, 
“We don’t need a clearing house here. There 
are only two banks and we agree fine,” 
or “Yes, we probably need a clearing house 
association, but we had a meeting, and out 
of the twelve, one seemed opposed.” There 
are even some who insist that they can “go 
it alone.” 


Day of ‘‘Independent”’ 
Gone 


ONE of these will be allowed to fur- 

ther play dog in the manger. Irre- 
sistible social forces are at work. The time 
has come, and it is now here, when we must 
either cooperate with each other in the day’s 
work or be eliminated. Public opinion de- 
mands it. Legislation is even now being 
framed to compel it. 

There is a type of individual constitution- 
ally unable to cooperate with his fellows. 
There are those engaged in banking who 
persist in regarding those who share the 
same field of endeavor with them as ene- 
mies, and who regard their own institutions 
as fortifications from which to issue armed 
to the teeth for the fray and their profit 
accounts as merely war chests for combat. 
These men will have to be left out of the 
account. Their self-elimination is inevitable. 
They have destroyed themselves by hundreds 
and the survivors are doomed by the forces 
of progress. They cannot continue as in- 
tense individualists segregated from their 
fellows, dependent upon their own inven- 
tions and schemes, and rarely conferring or 
studying to acquire the new methods, com- 
pelled by fast-changing conditions. In the 
cities conditions have compelled cooperation. 
Dense populations in close contact have 
made clearing houses absolutely indispensa- 
ble. They are soon to be indispensable 
everywhere. 

How shall we go about it to protect and 
retain America’s independent system of 
banking, and to that end set up the neces- 
sary city, town and district clearing house 
associations to supply existing deficiencies 
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and give back to the American system its 
deserved supremacy ? 

To accomplish this worthy task the en- 
tire American banking fraternity will have 
to support the clearing house section in a 
systematic campaign of field work in which 
the state representatives of the section shall 
take the direction, and with well-selected and 
thoroughly sold committeemen induce the 
necessary organizations of new clearing 
houses in towns and districts as rapidly as 
possible. In this work the state associations 
can render invaluable aid. 


Nebraska Sets Example 


HAT form shall they take? Dan 

Stephens and his associates of the 
Fremont, Neb., district are leading the van 
in the organization of a district clearing 
house association covering a group of coun- 
ties. It will employ examiners in coopera- 
tion with the Nebraska State Banking De- 
partment. This association will be volun- 
tary, but it is the hope of its membership 
that ultimately it may be able to compel 
membership and discipline throughout its 
entire area. Its pioneering efforts as a dis- 
trict examiner clearing house will be watched 
with keen interest throughout the United 
States, and it should not be allowed to re- 
main alone for long in its endeavors. 

It will not be difficult to secure the co- 
operation of the governmental agencies 
wherever required. The consent of member 
banks in the clearing house associations 
should be secured to the furnishing of du- 
plicate examiner’s reports from the state and 
national authorities, and these will be useful 
to the clearing house executive committees. 

The executive committees will find it nec- 
essary to set up definite standards as to the 
ratios of capital to deposits, to determine 
the amount of fixed assets permissible to the 
members, including banking house furniture 
and fixtures and other real estate to limit 
concentration of liens and to standardize in 
other directions which the membership shall 
determine from time to time. 

The plan can be initiated by associating 
together the necessary number of banks to 
afford a total of resources sufficient to sup- 
port the necessary expense. This may in- 
clude two or three cities or one or more 
counties. At the outset it may be found 
advisable to rely wholly upon weekly re- 
ports provided by the member banks, to- 
gether with copies of reports of the exam- 
inations of member banks by state and na- 
tional departments. 


Expense Not Too Heavy 


ATER the examining service may be ex- 
tended by employing clearing house ex- 
aminers. It is believed that the simplest 
organization expense, when spread over a 
sufficient number of banks, need not be annu- 
ally more than twenty cents per thousand of 
resources. The complete system with the 
necessary examiners, office and office help, 
may possibly call for as high as forty cents 
per annum per thousand of resources. 
Whatever the cost, it will prove a genuine 
productive investment. 

It is the plan of the clearing house sec- 
tion to formulate and recommend a model 
constitution and by-laws and to induce uni- 
formity as far as possible throughout the 

(Continued on page 405) 
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Keeping Down Banking Costs 


By JAMES S. LOVE 


Superintendent of Banks, State of Mississippi 


Volume of Banking Business Shows a Decided Gain but Net 
Earnings Are Not Rising in Proportion. 


Failure To Make a 


Service Charge on Unprofitable Accounts Still One of the 
Chief Causes. Increased Expenses and Loan Losses Are Others. 


ECLINING income and_ rising 

banking costs are the incorrigible 

twins which have the country 

banker in particular wondering 
how he will be able to provide funds for 
the next annual dividend. 

The diminishing income is serious enough 
without the accompanying spectre of rising 
cost of operation. Upon the satisfactory so- 
lution of the problem largely depends the 
future of many of our banking institutions, 
particularly the country banks. 

Statistics on bank earnings published by 
the Federal Reserve Board and bank com- 
missioners of several states run counter to 
the somewhat popular notion of large net 
earnings in times of prosperity. 

The figures of the Federal Reserve Board 
indicate that while the gross earnings of 
banks in the System increased during the 
last half of 1926, the net earnings dimin- 
ished. During the first half of 1926 the net 
profits of the member banks of the System 
averaged 9.34 per cent, but in the last half 
of the year their net profits, notwithstand- 
ing the larger gross earnings, decreased at 
the rate of 8.52 per cent. 


The Story of Many Leaks 


N Mississippi, in the last five years, there 

was an increase of 28.2 per cent in the 
gross earnings of the 312 state banks, but 
in the same period the net earnings of these 
same banks increased only 21.6 per cent. In 
other words, though the volume of business 
materially increased, net earnings did not 
rise in the same proportion. 

The cause is not hard to find. It is the 
old story of many leaks, each in itself of 
relatively small consequence, but of alarm- 
ing proportion when viewed in the aggre- 
gate. It would appear that the decline in 
net earnings of members of the Federal Re- 
serve System is due to the increase in in- 
terest paid to depositors, as well as increase 
in salaries and other operating expenses. 

The decline in net earnings in the state 
banks operating in Mississippi is due largely 
to the same cause, together with the added 
increase in taxes paid by these banks. 

During the five-year period mentioned 
there was an increase of 10.5 per cent in 
taxes paid; an increase of 26 per cent in 
salaries and other expenses; an increase of 
80 per cent in interest paid on deposits—all 
of which materially affected net earnings, 
notwithstanding there was a 6634 per cent 
decrease in interest paid on bills payable. 

While these figures are significant, and 
fix some measure of responsibility for 


decline in net earnings of banks, still one 
must look elsewhere for the principal cause. 
The increased cost’ of operation, or the in- 
creased cost of doing business, is primarily 
responsible for the decrease in banks’ net 
earnings. 

The reason for the increased cost of do- 
ing business is due largely to unprofitable 
accounts carried by the banks. More es- 
pecially does this apply to the smaller or 
the country banks. 

Recently an analysis of the individual de- 
positors’ accounts has been made of many 
of the Mississippi banks, and in every in- 
stance this analysis revealed the astonish- 
ing fact that 70 per cent of all accounts car- 
ried on individual ledger are unprofitable. 
{n other words, seventy out of every one 
hundred do not maintain a sufficient balance 
to offset the expense of handling their ac- 
counts. 

Recent analysis of the individual accounts 
of one of the best banks in Mississippi re- 
vealed that the number of accounts carried 
on the individual ledger was 6228, with total 
deposits of $4,277,212.78.. Of these accounts, 
5421 carried an aggregate balance of $150,- 
998.98, while 807 accounts carried deposits 
totaling $4,126,213.80. 

In other words, only 807 of these 6228 
accounts carried on the individual ledger of 
that bank were profitable. Certainly this is 
a most serious problem for this bank to 
solve. 

No doubt a similar analysis of accounts 
carried in individual ledgers of probably 75 
per cent of our banks in this country would 
show similar facts. 


The Only Way Out 


T is clear that a bank must either edu- 

cate its depositors to the point of whether 
they will maintain better balances, so that 
the bank can serve them without loss, or 
else it must put on a service charge applica- 
ble to all accounts carrying an inadequate 
balance, and use this fee to offset the ex- 
pense incurred by the bank in handling these 
unprofitable accounts. 

Is this practical? Can this be done with- 
out injury or harm to the bank? Can the 
public be made to understand and appreciate 
the banks’ position? And to cooperate with 
the officers of the bank 
problem? 

To all these questions, my unequivocal an- 
swer is “Yes.” The plan of charging a 
small amount against the unprofitable ac- 
counts for banking services rendered the de- 
positor is certainly practical. Other busi- 


349 


in solving this, 


nesses engaged in: public service adopted this 
expedient long ago. If you find it conveni- 
ent to move your office telephone from one 
corner to the other, the telephone company 
will add a service charge to your. bill with- 
out further ceremony, yet the bank is ex- 
pected to do all your bookkeeping, and ren- 
der other services without receiving eriough 
return on the deposit to covér ‘bookkeeping 
cost. 


Depositors Reasonable 


HOSE banks in Mississippi that have 

adopted the plan of service charge are 
satisfied with the results. There: has been 
no material loss in deposits. :On the con- 
trary, the depositor is glad when he -under- 
stands the proposition of paying a- small 
charge in order that the bank may be able 
to continue the service. 

The greatest difficulty, of course, lies in 
getting the general public to understand and 
appreciate the banks’ position. Since banks 
today are regarded with less suspicion than 
at any time in the nation’s history, it would 
appear that the time has come for the banker 
to take the public fully into his. confidence, 
and through judicious dissemination of ac- 
tual facts, convince the man on the streets 
of the equity of his position. 

Three elements have combined to cause a 
marked reduction in net earnings of banks: 

First: Reduced income. 

Second: Increased expenses. 

Third: Losses. 

For a discussion of the problem of re- 
duced income it would be difficult to find a 
more succinct and careful analysis than that 
set out in a recent editorial in the Southern 
Banker, as follows: 

“The trend of interest is downward. Ex- 
change has almost wholly been abolished. 
The only source of revenue that remains to 
country banks is their interest and discount. 
Competition for good loans is thereby en- 
hanced. Good roads and automobiles extend 
this competition. Borrowers with prime se- 
curity are paying lower rates for their 
money in this country than ever before. 


Meeting Competition 


66TOARNINGS for the mass of the coun- 

try banks dwindle under this: process. 
If the rates on loans are reduced to meet 
competition, earnings suffer. If competition 
captures the cream of local business, the 
home bank is forced to take second and 
third-class loans, or leave its funds unem- 
ployed. If doubtful security is accepted for 

(Continued on page 422) 
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Government Recognition of New 
Necessaries 


N the ordinary course of news we are informed that 
the Department of Labor is changing its wholesale 
price index from a pre-war basis to a post-war basis 
and that the year of 1926 will be taken as the normal 
base. The new policy, it is reported, will involve 
revised standards of living figures with the inclusion 
of certain “necessities,” formerly classed as “luxuries.” 
In other words, we are to have governmental recog- 
nition of a new set of necessities, and an indirect record- 
ing of the fact that the standard of living has gone up 
so many degrees, or perhaps so many flights of stairs. 
What a numerous and fine family the Necessaries 
have become! Take, for instance, lipsticks. They were 
once abhorrent, contemptible things, the use of which 
was held by some sensible matter-of-fact people to be 
a sign of frivolity and shallowness, but now they are 
in another category, judging from their importance in 
the day’s sales in many a store, and even if they are 
not admitted at Washington to the family of Neces- 
saries they will no doubt everywhere else have all the 
consideration usually accorded to a Rich Relation. 
There are old fashioned souls who often wonder if 
life was not better when it was simpler and we did 
not have so much machinery and so many products of 
machinery to get us through twenty-four hours, and 
they sigh for the simpler life left far behind. But 
though everyone realizes that the present mode of liv- 
ing is at times a burden as well as a fascination, let it 
not be forgotten that the present mode of living, with 
its new and additional necessities, in providing more and 
more employment for men and women, provides, too, 
for more and more men and women their chance for 
growth and happiness, and that is a merit sufficiently 
great to outweigh its many annoyances and defects! 


Economically Unsound 


VERYBODY agrees that we are prosperous, so 
of course we must be. 

Everybody agrees that we are charitable, for Federal, 
state and municipal governments spend great sums 
every year for the care of the sick and the ameliora- 
tion of the suffering; and every year sees millions 
poured out of private purses for public benefactions. 

Everybody agrees that we are intelligent for there 
are schools everywhere, illiteracy is negligible; every 
town has its public library, practically every city has 
its college or university and it’s a rare man indeed who 
confines his quest for the daily news to one newspaper. 

Everybody agrees that we are a religious people for 
we have churches everywhere and the annual output 
of Bibles exceeds that of any other book. Take a train 
and ride across the Continent, East or West and when 
the traveler arrives at the farthest coast and goes to his 
room there is a copy of the Bible—now a part of the 
equipment of almost every good hotel, because so many 
want it. 


Moreover, there is a public conscience and a public 
opinion that are real virile forces. There are laws 
against cruelty to animals. Chicken fighting and dog 
fighting are disgusting and no one has ever had the 
temerity to even propose a bull fight. 

We are in fact so prosperous that people constantly 
are coming from afar to find out the reason why, and 
we have been told on good authority that our prosperity 
has come to us because our ideals of life and conduct 
being right, the eternal promise “that all these things 
shall be added unto you” has been made good. Others 
take a more worldly view of the causes of our pros- 
perity, but as has been stated, everyone agrees that we 
are prosperous, so—in view of the fact that prosperity 
is a more severe test of character than is adversity— 
an inquiry as to how we are standing this prosperity 
may have some germ of usefulness in it. 

There is one item that may be helpful in the inquiry 
as to how we are standing our prosperity. It was issued 
by a government bureau at Washington in the form 
of an announcement that it had been estimated there 
were killed by motor vehicles on the streets and high- 
ways in the United States during the year of 1926 no 
less than 21,000 persons. Another authority placed 
the killings at 22,500 for the previous year. A shock- 
ing thing to contemplate that having outstripped the 
world in everything else—gold, machinery, railroads, 
churches, libraries, schools and universities, we also 
have achieved the record in human sacrifice! 

But there is a difference between this American 
sacrifice and that of the pagans of old, though the 
difference is perhaps not altogether favorable to us. 
The human sacrifices of the ancients, and on the altars 
of the Druids in England, on the altars of the Aztecs 
in Mexico, almost invariably were made with the con- 
fused savage belief that the sacrificers were propitiat- 
ing a Supreme Being. In the black night of their 
intellects they knew no better, but we in America have 
no such excuse for our annual sacrifice of 21,000 lives! 
We seek to propitiate no gods, nor to atone for any sin. 

This has been called the economic age. The prin- 
ciples of economy are so well understood that if authori- 
ties declare any proposed measure to be “economically 
unsound” that measure is pretty sure to be doomed. So 
it has come to pass that “economically unsound” is one 
of our pet expressions—deadly as poison gas! 

But why all this concern over this and that com- 
paratively small thing being economically unsound 
while the brutal human sacrifice goes on and the 
number of victims increases with the years? 

The national sacrifice on the highways is not eco- 
nomically sound. Lay aside such considerations as the 
blasting of hopes, the pain and the sorrow of families 
of the victims and compute the loss on a cold money 
basis. Say a human life is worth $5,000—though many 
a victim makes five times that in a single year. Say 
$10,000, but there is many a gray haired woman with 
her days of usefulness over, whose sons and daughters 
would count $10,000 cheap if it would save her even 
from ordinary pain. Say $15,000, but what mockery 
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there would be in $15,000 as adequate compensation 
to the parents of a lovable boy or girl of five years! 
Say $50,000 but what.man or woman having $50,000 
or able by mortgaging themselves for life would not 
give $50,000 to save a son or daughter from the 
Juggernaut of speed? 

So it is clear that the loss cannot be estimated that 
way because money does not—cannot compensate 
families for lives of loved ones! 

Start over again and set a figure on the economic loss 
of 21,000 lives a year to the nation. Place it at any 
arbitrary figure within reason. If $10,000 be selected 
as the value of a life we have a total loss of $210,000,- 
000 a year which it must be understood is but a start- 
ing point for no one knows the potential value of a 
child that is killed—what contribution the child or youth 
might have made to the wealth and happiness of the 
nation through the years of a normal life! Among the 
victims there may be a Longfellow, a Riley, an Edison, 
a Ford, an Eastman, a Tom Paine, a Franklin, a Wash- 
ington or a Lincoln. Again the figure of $210,000,000 
is but a starting point from which there must be com- 
puted other losses under various classifications. 

If the sacrifice of 21,000 human lives in a single 
year is an incident to the enjoyment of our prosperity, 
the conclusion is unavoidable that we are not rating 
high in this test of character—we are not standing 
prosperity well! 


The Approval of Foreign Loans 


HE status of the American dollar abroad is sug- 

gestive of the status of the American citizen abroad. 
When the latter goes abroad he gets a passport from 
the Secretary of State and a vise from the consul of the 
country to which he is going. If he makes an extended 
stay he registers with the American Consulate nearest 
to his place of foreign domicile. The American citizen 
does not question the propriety of all this and the use- 
fulness of having made himself known to the American 
Consulate, especially if circumstances make necessary 
an appeal to that official for protection. 

During the Harding administration there was ini- 
tiated a policy under which the American dollar about 
to go abroad for a long stay was urged to lay its plans 
before the State Department at Washington. The De- 
partment requested notification of proposed foreign 
loans not to pass upon their merits as investments, 
not to approve of them from their economic or financial 
aspects, but that there might not be loans contrary to 
public policy in the field of foreign relations. In theory 
circumstances might arise under which the making of a 
loan would be an embarrassment to the work of the 
State Department, and in the eyes of a foreign people 
might be translated as an indication that even at home 
the American government was not taken seriously. Loans 
have possibilities beyond those of profit or of loss. 
They have. the possibility of germinating trouble and 
forcing themselves indirectly but none the less positively 
upon the government for action, even though the gov- 
ernment does not practice the policy of bill collect- 
ing. Then there are the great war loans. made by the 
government at Washington. The power to approve or 
disapprove present loans is not without advantage to 
the government in the collection of payments under the 
debt settlement. 

Senator Glass lately has criticized the loan approval 


as an usurpation of power, but reports from Washington _ 


indicate that the Administration believes that in re- 
requesting submission of the circumstances of foreign 


loans it is within its rights and does not intend to 
change the- policy. 

That this policy inures to the benefit of. the public 
at large is suggested in a Washington statement that 
of the few foreign loans objected to one was to Ger- 
man interests engaged in the potash industry. If 
the loan had been issued American money thus might 
have developed a monopoly of the potash industry that 
would have “squeezed” American farmers. The second 
case to which objection was made was of Brazilian 
coffee valorization loan and would have resulted in the 
people of the United States paying more for their 
coffee. 


Canadian Development 


HERE are many reasons why the development of 

Canada should proceed with greater rapidity in the 
future than it has in the past, and in the process of that 
improvement become a better customer for American 
goods than she now is, though as a part of the process 
she naturally will have more to offer for sale to the 
United States. 

Our great northern neighbor should develop steadily 
and surely because now as never before Americans have 
first handed knowledge of her southern sections, and 
the lure of the hinterland is not confined to those who 
penetrate its vastnesses in search of holiday beguile- 
ment. Great, therefore, as are American investments 
in things Canadian today, there is at present no reason 
why the volume of these investments should diminish. 

She has abundant room, too, for emigrants to whom 
the chance to become a farm owner makes an appeal, 
an appeal that becomes more urgent to ambitious men 
in Great Britian where work is scarce and taxes are 
high. How high-taxes now are in comparison with 
pre-war days in Great Britain is indicated by the fol- 
lowing table furnished by the Financial Secretary to the 
British Treasury: 


Expenditure under the various heads was: 
Per Head of Population 


— 
N=) 


AWN: 


Air Force 
Civil Estimates 
Revenue Departments 


The national debt rose from 10s. 8%4d. to £8 7s. 5d. per 
head. Education increased from 8s. 634d. to £1 2s. 11%d.; 
and Ministry of Labor and Unemployment grants and insur- 
ance from 34d. to 7s. 11%4d. 

With the lure of a promised land before them, and 
the burden of debt on their shoulders, it is not sur- 
prising that advertisements of steamship companies 
offering passage from Liverpool to Canada for less 
than $10 per person for approved applicants should 
stir the imagination of men of resolution. 


OMETIMES men engaged in banking are unmind- 

ful of the benefits their own institution derive from 
the work of organized banking. In this issue of the 
JourNnaL the many activities of the American Bankers 
Association and its various departments are reviewed. 
Dealing as these articles do with every department of 
banking they should command the thoughtful atten- 


‘ tion of bankers everywhere. 
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Report of the General Counsel 


HE chief activity of the General 

Counsel during the last Congress, 

working in cooperation with the 

Committee on Federal Legislation, 
has been in successfully carrying out the 
mandate of the Los Angeles convention to 
urge the McFadden bill with the Hull 
Amendments eliminated. This bill became 
a law by approval of the President on Feb. 
25, 1927. It accomplished three main pur- 
poses: (1) Provided indeterminate Federal 
Reserve and national bank charters; (2) 
modernized the powers of national banks 
so as to place them on a more equal com- 
petitive footing with state banks, and (3) 
granted permission to national banks to have 
city branches in cities of 25,000 and over, 
but limited as to population in those states 
only where state banks are permitted to have 
branches, and at the same time placed an 
absolute curb upon the future establishment 
in the Federal Reserve System of branches 
outside of the home city. 

Reference is made to the report of the 
Committee on Federal Legislation for fur- 
ther detail connected with the work of pro- 
moting the passage of the McFadden bill. 
Since the enactment of the measure, the 
office of the General Counsel has been called 
upon and has given numerous opinions as 
to the legal effect of many of its provisions. 
The loan limit provisions, real estate loan 
provisions and the branch bank provisions 
have been the chief subjects of inquiry. 


State Legislation 


N the field of state legislation, the year 

has been a fruitful one in the enactment 
of measures recommended by the American 
Bankers Association. , The office of the Gen- 
eral Counsel has worked under the auspices 
of the Committee on State Legislation and 
through state bankers’ organizations. Twenty- 
one recommended measures on twelve dif- 
ferent subjects have been passed in a 
number of the states. As a full account of 
all this various legislation is contained, in 
the report of the Committee on State Legis- 
lation, it would be trespassing upon the func- 
tion of the committee to make any further 
mention thereof in this report. It may be 
said in this connection that aside from meas- 
ures expressly recommended by the Ameri- 
can Bankers Association, a vast amount of 
bank legislation has been enacted this year 
in the forty-two states which have held 
legislative sessions, and that much of this 
legislation in particular states will be found 
of more than ordinary interest to bankers 
in other states. The General Counsel has 
in preparation a complete summary of all 
this legislation. It is being compiled from 
the official session laws as fast as they are 
published and received. Down to the present 
time such laws have been received from all 
but nine of the states. When the summary 
is completed, it will constitute an appendix 
to the report of the Committee on State 
Legislation and will be published either in 
the Journat of the Association or in some 
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other form for general information. A con- 
siderable number of states have this year 
passed statutes regulating the subject of 
bank collections. In one instance, where 
a bank issues its draft in payment of a 
check drawn upon it and then fails, the lia- 
bility of the drawer of the original check 
is preserved; in other instances, preferences 
are created in the assets of a failed bank 
for the claims upon drafts issued by the 
bank both in payment of checks drawn upon 
it and in remittance for items collected from 
an outside source. A number of states have 
increased the minimum capitalization of 
banks and made other provisions to strength- 
en the banking system. There have been 
no additions this year to the few remaining 
states which have guaranty of deposit sys- 
tems, while Texas has repealed its State 
Guaranty Law, and South Dakota has vi- 
tally modified its law so that there is no 
longer a general assessment upon all the 
banks to pay the depositors of any particu- 
lar failed bank. 

A number of states have this year me- 
morialized Congress to repeal the Federal 
estate tax. Our Association is on record as 
favoring this repeal. 


Tax Decisions 


HE Supreme Court of the United States 

has handed down three important deci- 
sions this year in bank tax cases which 
came before the court from Wisconsin, 
Minnesota and Kentucky. These decisions 
all involved the same question, namely, 
whether the tax on bank shares imposed un- 
der the statutes of these states, respectively, 
is at a greater rate than that imposed upon 
other money capital in the hands of indi- 
vidual citizens of the state employed in sub- 
stantial competition with the national banks. 
If so, the tax would be invalid as a violation 
of Section 5219, United States Revised Stat- 
utes, which forbids taxation at such greater 
rate. In two of these cases, those involving 
the Wisconsin and Minnesota tax laws, the 
decision was that the Federal law had been 
violated; in the Kentucky case, the evidence 
was held not sufficient to show a violation. 
In these states, as in many other states, 
thoneyed capital and capital investments 
within the state represented by credits or 
intangibles is taxed at a much lower rate 
than the general property rate upon bank 
shares. The Supreme Court held that not 
only discrimination in rate must be shown, 
but also substantial competition of such 
moneyed capital represented by intangibles. 
It also held that competition may exist be- 
tween other moneyed capital and capital 
invested in national banks, serious in char- 
acter and, therefore, well within the pur- 
pose of Section 5219, even though the com- 
petition be with some but not all phases of 
the business of national banks. It further 
held that Section 5219 is violated wherever 
capital, substantial in amount when com- 
pared with the capitalization of national 
banks, is employed either in a business or 
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by private investors in the same sort of 
transactions as those in which national banks 
engage and in the same locality in which 
they do business. 

The result of these decisions has been to 
stir up an agitation in many states for a 
further amendment of Section 5219 which 
will enable the states to tax national bank 
shares at as high a rate as they please, pro- 
vided only the tax shall not be at a greater 
rate than is assessed upon other moneyed 
capital used or employed in the business of 
banking. Our Association has, heretofore, 
been averse to any such limitation. One 
possible solution is the abandoning by these 
states of the tax on bank shares and the 
substitution of a tax on the income of na- 
tional banks not greater than is imposed 
upon other business corporations. This 
method of taxation is now permitted by 
Section 5219, and the adoption of such a sys- 
tem would avoid all vexatious questions 
which arise out of alleged discrimination in 
the taxation of bank shares as compared with 
other competing moneyed capital. The states 
of New York and Massachusetts have al- 
ready adopted, with successful results, the 
taxation of bank income as a substitute for 
a property tax on the shares; and a law 
has just been passed in Wisconsin along the 
same lines. 


Fiduciary Decision 


NOTHER important decision, and one 
which will be welcomed by the bankers 
of the country, has been handed down by the 
Supreme Court of the United States in May 
of this year in the case of Empire Trust 
Co. v. Cahan. It establishes the rule, so 
far as the Federal courts are concerned, that 
a check signed by an agent, trustee, or other 
fiduciary having power to draw checks, in 
the name or on behalf of his principal, which 
is made payable to the personal order of the 
agent, does not, from the mere form of the 
check, carry notice that the agent is abus- 
ing his authority; and a bank in which the 
agent deposits such check to his personal 
credit and draws out the proceeds, which he 
misuses in violation of his trust, is not put 
upon inquiry nor responsible to the principal 
whom the agent has defrauded. 


Decision Affecting Reciprocity 
Tax Legislation 


HE General Counsel has been cooperat- 

ing with the Committee on State Legis- 
lation of the Association and the Special 
Committee on Taxation of the Trust Com- 
pany Division the last two years in the pro- 
motion of legislation in the various states 
for reciprocal exemption of inheritance 
taxes on the intangible personal property 
of non-resident decedents. “There is great 
injustice in the levying of multiple inherit- 
ance taxes on the same intangible personal 
property in two or more jurisdictions, and 
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Fin widely known Chicago department store bus- 
iness was established 44 years ago ina store twenty- 
four by sixty feet. Sales for the first year were $17,000; 
today the annual sales volume exceeds $20,000,000. 
The twenty-four foot store has expanded into three 
modern department stores with a combined frontage 
of approximately one-half mile and floor space of over 
twenty-two acres. 


i ia Wieboldt Stores are located near the homes of a large 

percentage of Chicago’s population. The newest store, 
opened in 1925, serves a large, densely populated area in the 
center of the city’s West Side, as well as the western suburbs. 
In connection with the purchase of the site occupied by this 
store, the erection of the store building, and the increase in 
the Company’s working capital required by this material in- 
crease in its business, we underwrote and offered two series 
of First Mortgage 54% Bonds for the Company, totaling 
$5,000,000. In addition to this capital financing, the Com- 
pany obtains short-time money for its seasonal requirements 
from time to time by commercial paper borrowings through us. 


A. G. Becker & Co. 


Chicago New York 


ST. LOUIS MILWAUKEE MINNEAPOLIS SAN FRANCISCO 
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HIS enthusiastic 


Cheque is just plain 


.Statement isfrom e counter- 
the letter of a banker who signed by its owner. 
tried his own bank’s ser- _/ \ : rofitable 


vice on a trip abroad.— 
His bank is one of the 


3. Everywhere he 
found himself using 


ramsaction 


recommend American 
Express Travelers’ 


all principal cities and 


Cheques to depositors a rt d t h e 4 r e a t e Ss t travel centers the “sky 


blue” Cheque gave him 


who may be leaving fora personal service any the privilege of calling 


short or prolonged trip. 


Why was this banker 


upon an American Ex- 


bank can render a 


enthusiastic P traveler r depositor. 99 representative or Cou- 


Because he found: 


1. The “sky blue” American Express 
Travelers’ Cheque is safe and usable 
money in practically all parts of the world. 


2. He eliminated all fear of loss or theft 
of his travel funds, as the “‘sky blue” 


rier for helpful advice 
or counsel. 


Will this banker seek to give more and more 
attention to this phase of good-will building 
in his bank P Wouldn’t you if you knew the 
simple, profitable sale of American Express 
Travelers’ Cheques could give your depositors 
sO many advantages P 
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Modifying Mortgage Fiction 


By GEORGE E. ANDERSON 


The Modern Mortgagee Does Not Take the Old Homestead if He 
Can Possibly Avoid It and asa Result the Farm Land and Joint 
Stock Land Banks Are Far From Being Overloaded with Fore- 
closed Real Estate. Land Is Resold or Made to Produce Revenue. 


HE Farm Loan Banks of the United 
States and other farm mortgage con- 


cerns operating in this country have . 


put a crimp in a certain type of 
fiction and particularly a once common type 
of melodrama. The old, old story of the 
village skinflint plotting the ruin of the 
old folks by means of the mortgage on 
the farm, which he proposed to foreclose 
and grab the old homestead, or force the 
fair daughter of the household to marry 
him, no longer is quite convincing; for 
whether or not the wayward son-who went 
abroad and made his fortune gets back home 
just in time to pay the mortgage, it is 
safe. to say that the modern mortgagee is 
not going to take the farm if he can avoid 
doing so. 

So long as the interest and amortization 
payments are forthcoming, he will not take 
the place as a gift; for while land is an 
excellent security for mortgage loans and 
is the basis of the mortgage loan business, 
money lending agencies want it only as se- 
curity. They have no use for it as a pos- 
session. 


The Critical Phase 


8) Gere really critical phase of all discus- 
sion of the condition of the Farm Loan 
Banks of the country lies in the ap- 
praisals of real estate on which their 
mortgage loans are based, and it is in 
this matter of original appraisement and 
subsequent reappraisements and in the sys- 
tem of examinations to check the security 
on which the loans of these institutions 
are based that the most serious questions 
of the future of the farm loan system have 
been founded. Sound original appraisement 
and repeated examination are the chief guar- 
anties of the future soundness of these in- 
stitutions. On the other hand, the best test 
of what has been done in the past are the 
actual results at present. Loans placed by 
both types of banks are for long periods, 
up to forty years, and upon an amortization 
basis, the result being that so long as in- 
terest and amortization payments are made 
on a loan the latter becomes increasingly 
sound. Accordingly if these banks suc- 
ceed in weathering the extraordinarily dif- 
ficult period through which agriculture has 
been passing in the past six or seven years, 
the country will have every reason to re- 
gard their soundness as fully established. 

In considering their present condition the 
chief test is the amount of real estate 
these institutions have acquired as a result 
of foreclosure or other possessory actions, 
and what they are going to do with it. It 
has been in the belief that the banks were 
being overloaded with real estate that much 


A Cautious Lender 


ESPITE the fact that 
the country’s agricul- 
ture has been passing 
through a serious depres- 
sion, the Joint Stock Land 
Banks and Federal Land 
Banks are holding surpris- 
ingly little real estate taken 
‘in mortgage foreclosures. 
A-hearing before the House 
Committee on Banking and 
Currency revealed that na- 
tional banks operating in 
the same agricultural sec- 
tions were carrying much 
more real estate. The ac- 
companying article is the 
third of a series on Federal 
Land Banks and _ Joint 
Stock Land Banks. 


of the question of their position has devel- 
oped. 

The result of the hearings before the 
House. Committee on Banking and Cur- 
rency last spring is rather illuminating. For 
the purpose of comparison, banks in the 
Nebraska-Iowa field, where conditions were 
known to be exceptionally bad, were taken. 
Mr. W. W. Powell, secretary of the Ameri- 
can Association of Joint Stock Banks—an 
organization comprising forty-six of the 
fifty-four Joint Stock Banks now function- 
ing—showed the committee that, of all the 
farm loan agencies in the field, the Joint 
Stock Land Banks, concerning which there 
was most questioning, have the best rec- 
ord, the Farm Loan Banks being next in 
order and in some respects in a better posi- 
tion because of the rule which requires 
them to write off from their assets all 
real estate immediately when it is acquired. 

On the other hand, this statement showed 
that one national bank in the same field 
owned: real estate, exclusive of bank build- 
ing and equipment, to the amount of 115.2 
per cent of its capital; another to the amount 
of 76.2 per cent of its capital; others, 56.3 
per cent, 47.2 per cent and 44.8 per cent, 
respectively. .The average holdings of real 
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estate of 315 national banks in Iowa on 
June 30, 1926, was 39.59 per cent, and of 
165 national banks in Nebraska, 24.94 per 
cent of the capital stock. The average real 
estate holdings of 1221 other commercial 
banks in Iowa was 43.24 per cent, and of 
893 other commercial banks in Nebraska 
was 55.84 per cent of the capital stock. 
The average of all the commercial banks 
in these two states was real estate to the 
amount of 42.56 per cent of their capital 
stock. 

In comparison with these rather astonish- 
ing figures, the Lincoln Joint Stock Land 
Bank, operating in the same territory, 
owned real estate to the amount of 14.35 
per cent of its capital stock. The average 
holding of real estate by all the Joint Stock 
Land Banks in the country was 10.5 per 
cent of their capital, that of the Federal 
Land Banks 19.66 per cent, the latter, how- 
ever, having: already been written off the 
assets under the law governing them. Of 
the fifty-four Joint Stock Land Banks func- 
tioning on June 30; 1927, the reports of 
conditions submitted as of that date show 
that twenty-one hold no real estate and six- 
teen only nominal amounts. 

The sore spots in American agriculture 
and the weak spots in the land bank system 
appear from the fact that the banks re- 
porting real estate holdings in excess of 
$100,000 each include the bank at Minneap- 
olis, which held the largest amount, and 
that at Chicago, which comes next in the 
list, these banks reflecting conditions in the 
Minnesota-Wisconsin field and the western 
Illinois and eastern Iowa fields, respectively ; 
then the banks at Lincoln and Fremont, 
Neb., and at Des Moines reflecting condi- 
tions in the Nebraska-western Iowa field; 
then banks at Cincinnati, Louisville and 
Lexington, Ky., affected by conditions in 
the Kentucky district; then banks at St. 
Louis, Houston, Tex., Durham, N. C., and 
Charleston, W. Va. 


No Violation of the Law 


LTHOUGH national banks are allowed 
by law to place real estate mortgage 
loans only to the value fo one-fourth their 
capital, or one-third their average fixed de- 
posits during the previous year, and state 
banks in most states have similar restrictions, 
it should not be inferred that these large 
holdings of real estate by these commer- 
cial banks represent a violation of law. The 
extraordinary holdings in the first place 
are due to the fact that loans were placed 
for the usual five-year period during the 
inflation era from 1919 to 1921 and became 
due during the period of greatest depres- 
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sion and could not be paid. The second 
and perhaps a more important factor in 
the situation seems to be that these banks 
have acquired real estate from time to time 
as additional security for ordinary short 
term commercial loans, which the borrower 
could not pay, and on which collateral or 
other -security had failed. 

While many of these banks are tied up 
in frozen assets as a result of these real 
estate holdings, most of those so situated 
would have failed outright had they not 
been able to secure additional security and 
assets in the form of the real estate which 
now troubles them. 

On the other hand, the Land Banks are 
not altogether out of the woods. Under 
the regulations governing them, the Fed- 
eral Land Banks are compelled to charge 
off immediately all real estate acquired by 
them under foreclosure. In the statement 
of the condition of these banks as of June 
30, 1927, it is shown that they have charged 
off $14,994,738 against net earnings on a 
capital and reserves of $74,461,884, while 
at the same time they are carrying in a 
suspension account which they are permit- 
ted to do for two years, $6,291,249 of sher- 
iff certificates, judgments and the like which 
doubtless represent, in their general bulk 
at least, that much more real estate in 
process of acquirement. 

On the face of the record the Joint Stock 
Land Banks have much the best of the 
comparison, but in their case also condi- 
tions have been far from good. In the 
statement of conditions on June 30, 1927, 
these banks show real estate held to the 
value of $6,094,840 on the basis of capital 
and surpluses of $52,925,417, but they also 
have sheriff certificates, judgments and the 
like to the amount of $2,718,309. 


New Business Placed 


IGHT here some more large figures may 

be inserted with profit and interest. In 
1926 the Land Banks placed new business 
to the amount of $131,317,715, and the Joint 
Stock Banks, $123,926,271, making a total 
of $254,343,986. However, the Land Banks 
increased the amount of net mortgage loans 
in force only $52,829,184, while the Joint 
Stock Banks decreased their total loans in 
force from $632,475,529 to $607,516,797, or 
a loss of $24,958,732, or a net gain for the 
two systems of only $27,870,452. Over 
$225,000,000 net in mortgage loans, there- 
fore, expired or were retired in 1926, of 
which only $20,826,950 were by foreclosure, 
and this foreclosure resulted in the acquire- 
ment of land to the value of only $2,433,- 
988 by the two systems, i.e., $1,863,119 by 
the Land Banks and $570,869 by the Joint 
Stock Land Banks. However, in the first 
six months of the current year, additional 
lands were acquired by the Land Banks to 
the value of $2,398,793, and by the Joint 
Stock Banks to the value of $1,399,268, a 
total of $3,798,061. Again it becomes ap- 
parent that much liquidation is going on, 
and at a greatly accelerated rate. 

In the disposal of acquired lands from 
their organization to the close of 1926 the 
Joint Stock Banks had suffered a_ total 
loss of $191,328. Ten of the fifty-six banks 
had reported no foreclosure, while fifteen 
of the remaining forty-six reported a net 
gain in the sale of their lands. Up to the 
close of 1926 the Land Banks had suffered 
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a net loss of $1,185,277 on the sale of lands 
acquired by foreclosure, about 2 per cent 
of the amount proceeded against. Losses 
in both types of banks have been almost 
invariably in certain districts most severely 
affected by acute agricultural depression, and 
in these districts, with perhaps the excep- 
tion of two districts, agricultural conditions 
are improving and land values are recovering. 

Back of these statements of the banks, 
however, is another element of control- 
ling importance, and that lies in the qual- 
ity of some of the transactions by which 
these banks, especially the Joint Stock 
Banks, have rid themselves of encumber- 
ing real estate. In the hearings before the 
House Committee on Banking and Cur- 
rency last spring, it was brought out that 
in practically all of the sales of real es- 
tate, acquired by the Lincoln Joint Stock 
Land Bank by foreclosure and later sold, a 
mortgage was taken leaving an equity which 
in some cases was less that of the buyer 
than of the bank itself. An excerpt from 
the testimony before the Committee indi- 
cates the situation: 


The Chairman. Were those purchases financ 
by the Lincoln Joint Stock Land Bank? .... 

Mr. Selleck. In nearly all cases there was a 
mortgage taken. 

The Chairman. For what per cent of the pur- 
chase price were they mortgaged? 

Mr. Selleck. Those are pretty liberal terms, 
nearly all of them. In nearly every case, in fact, 
in every case,—there is some cash. But we have 
to make very liberal terms. The policy is usually 
to take a mortgage, which is eligible for 50 per 
cent of the resale value, and then a second mort- 
gage for whatever is the difference between that 
and the amount of cash received. These terms are 
liberal terms. 


The Chairman. These sales were all bona fide 


relieve the bank of responsibility on defaulted 
mortgages on land? 

Mr. Selleck. No sir; they are actual bona fide 
sales to actual resident farmers. .. . 

In other words the banks sold foreclosed 
lands on liberal terms, which enabled it 
to file a mortgage with the registrar for 
half the sale value of the property as the 
basis for the issue of further bonds, and 
carried much of the rest of the sale value 
as an asset not good as a basis for the 
issue of bonds under the law, but good as 
a part of its general assets. How general 
this practice has been is not known. Pre- 
sumably it has been less general in those 
parts of the country less affected by ag- 
ricultural depression than in the Iowa- 
Nebraska district, where the depression was 
most acute. In the statement of the con- 
dition of the Joint Stock Banks on June 30, 
1927, there is an asset entered, as we have 
seen, as “real estate sales contracts, pur- 
chase mortgages, etc.,” to the amount of 
$1,127,035—not a large item as items go in 
a statement of assets of $650,375,134—but 
large enough to cover a multitude of sins, 
or at least of peccadillos if there is need 
thereof. 


Human Element a Factor 


OR all that there can easily be too hasty 

judgment in such matters. From time 
immemorial, ever since mortgages have been 
known in fact, the foreclosure of a mort- 
gage is as much a matter of human reaction 
as it is of finance. It is not so much a 
question of “sob stuff’ as of economics. 
From the viewpoint of the lending finan- 
cial institution it is a matter of cold busi- 
ness, but it so happens that the human ele- 
ment, the personal equation, enters into the 
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transaction in such a way as almost to 
control it. 

The acquirement of any considerable 
amount of real estate by any mortgage loan 
institution during normal times, when there 
is normal demand for land, is incidental to 
the business, and occasions no anxiety. Even 
during times of acute agricultural depres- 
sion it need occasion no great alarm so long 
as the demand for land is such that farms 
can be occupied and operated even with lit- 
tle or no profit for the time being. In the 
cases where foreclosure becomes necessary, 
but where the mortgagor is capable and 
willing, with temporary assistance, to con- 
tinue the struggle, there is usually little dif- 
ficulty. But where farms have few im- 
provements and life is hard at best, where 
a continuation of the struggle means noth- 
ing more than a poor livelihood, the for- 
mer owner simply quits and the bank or 
mortgage company has a farm on its hands, 
sans owner, sans tenant, sans everything. 
Not only does such a farm produce no 
revenue, but it deteriorates in value rap- 
idly. Two or three years of no occupancy 
or indifferent occupancy often are sufficient 
to reduce the value of such farms to the 
danger point. There is also an accumula- 
tive psychological effect of several fore- 
closures in a community, and inasmuch as 
most foreclosures result from conditions 
which affect considerable territory at the 
same time, numerous foreclosures. are likely 
to take place in a district about the same 
time. Something like a panic takes posses- 
sion of all the farmers in the district, and 
demand for land all but disappears. 


Problem of Tenants 


N most communities, however, there is al- 
ways enough land hunger to keep farms 
occupied, and with the passing of depres- 


sion the problem is solved. In the mean- 
while one of the most difficult problems 
facing the Farm Loan Board is that of 
securing tenants for its acquired lands. At 
all events foreclosure means something more 
than whether the land pledged is worth the 
loan. It introduces the question of whether 
the mortgagee under the special and perhaps 
local and temporary conditions can dispose 
of the land at anything like its real and 
permanent value. It is easy to perceive 
that it is often very good banking or finance 
to grant very liberal terms to a purchaser 
of lands by land banks. It is good business 
to get a man, particularly a good man, 
on the farm even if the bank is compelled 
to carry a second mortgage which eventually 
it may be compelled to write off. This 
principle was recognized by Assistant See- 
retary Dewey in his statement ‘before the 
House Committee last spring, when he said: 

“There are constantly changing conditions 
in banking and loaning on land. At one time 
it might be necessary, owing to land value 
inflation, to become a little stiffer with the 
regulations. Another time to help over a 
period of resuscitating value it might be 
better to temporarily liberalize the regula- 
tions. As a matter of fact, in handling 
credits there must be some elasticity—that 
was the theory, as you know, of the whole 
Federal Reserve System.” 

The lands held by the Federal Land 
Banks, already charged off against their 
earnings, in due time will be sold, and. the 
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sales; were they to responsible purchasers? ... . 
They were not simply accommodation sales to 
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The open door to banking service 


Individuals, commercial concerns and 
banks in all parts of the world, as well 
as our many thousands of customers 
here in Chicago, have come to recognize 
the great colonnaded entrance of the 
Illinois Merchants Trust Company as 
the open door to banking service. 


The specialized facilities of this insti- 
tution for commercial banking, foreign 
banking, investment banking, savings 
and trusts make the Illinois Merchants 
Trust Company an advantageous Chicago 
connection for banks or business con- 
cerns, wherever they may be located. 


ILLINoIs MERCHANTS [RUST COMPANY 


Capital & Surplus 45 Million Dollars 
CHICAGO 


When writing to advertisers please mention the American Bankers Association Journal 
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Here’s how they 


like this desk in 


atent Applied for) 


THE Ge, The Commercial Bookkeeper’s Desk 


66 FY DOUBT if you could build a better desk,” said 
I L. R. F. Arthur, head of the bookkeeping de- 
partment of the Liberty Bank, when we asked him. 
“Tt’s complete. It’s built to fit the machine. The way 
the ledge on the right fits over the carriage of the ma- 
chine allows the operator to keep both his checks and 
his keyboard right in front of him. 
“The desks work out just as well in the brariches as 


here,” and he glanced with pride down the long battery 
of machines and our desks with their operators charg- 
ing through an enormous day’s business. 

Ten of our desks helped the Liberty Bank overcome the 
problem of cramped temporary quarters. And since 
the bank moved two years ago into its soaring 23 story 
monument, our desks have increased to 24 for the 
Liberty Bank and its branches. 


MAIL THIS COUPON 


1085 JAY STREET ROCHESTER, N. Y. 


Steel and Wood Filing Cabinets—Steel Shelving—Desks—Safes 
—Office Systems and Supplies—Bank and Library Equipment 


(_] Please send me a CT Enclosed find sam- 

folder on your new ples of our ledger 

Commercial Bookkeep- cards and_ statement 

er’s Desk. sheets. Kindly quote 
us per M 


When writing to advertisers please mention the American Bankers Association Journal 
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State Secretaries Section 


Remarkable Results Reported in Suppression of Bank Crime in 
the Middle West. Laws Providing Death Penalty and Life Terms 
for Robbers Obtained. Bankers Generally Oppose Change in Tax 
Law. County Credit Bureau Movement is Making Good Progress. 


EMARKABLE results in the eradi- 

cation of bank robbers in the 

Middle West were reported by 

members of the State Secretaries 

Section of the American Bankers Associa- 
tion of the Houston convention. 

In Illinois, where the Vigilante Plan is 
in operation, the loss through robberies and 
burglaries has been reduced from 
$350,000 in 1924 to less than 
$15,000 to date this year. In 
Oklahoma, where a new law pro- 
vides the death penalty where 
firearms are used in the robbery 
of a bank, a bank bandit is under 
sentence to the electric chair. In 
Indiana, through the efforts of 
bankers, the legislature enacted 
an habitual criminal bill under 
which a bank robber has just 
been sentenced to life imprison- 
ment. 


Campaign in Illinois 


HE campaign in Illinois was 

described by M. A. Graet- 
tinger, secretary of the Illinois 
Bankers Association, who said: 

“In 1924 our state was in- 
fested with bank robbers and 
burglars. We had 73 attacks in 
that year with a loss to the banks 
and the insurance companies of 
perhaps $350,000. We then con- 
ceived the idea that there was 
one way to eliminate and to mini- 
mize these attacks, and we fol- 
lowed the idea of. Iowa in estab- 
lishing what is known as Vigi- 
lantes. We call them town guards. 
They are appointed as deputies 
under the sheriff and act entirely 
in accordance with the law. The 
bankers finance their equipment 
and cooperate with the sheriff in 
seeing that they function. 

“We began operations the first 
of April, 1925, and since that time 
the bank robberies have decreased 
very materially. This year we 
have had only about twelve -at- 
tacks, most of them burglaries, with hardly 
any loss, and the total loss to the state has 
been about $12,500 so far. 

We do not depend upon this town guard 
organization entirely. We have a staff of 
men in the office who make investigation 
after a robbery is committed and follow 
the clews, cooperate in the prosecution, and 
see that the cases are worked up against the 
men where there is evidence, that they are 
convicted and confined in the penitentiary. 
These guards have done wonderful work in 
apprehending and helping to apprehend. 


“Just a little over a week ago in the south- 
western part of the state, three men held 
up a bank. This county was not organ- 
ized, but the men fled into an organized 
county, were immediately surrounded, were 
captured the next day and were brought 
to the county seat of the county in which 
they operated. Our man talked with them 


William A. Philpott, Jr., of Dallas, Tex., Incoming President 


of the State Secretaries Section 


and induced them to plead guilty. They 
were indicted and sentenced that afternoon, 
and they were in the penitentiary twenty- 
four hours after they committed the act. 


A General Roundup 


66QQ3HORTLY after we began operation 

we got word of a gang that had been 
operating the state, through a confession 
of one of the members, which gave us a 
clew concerning twenty-five or thirty men 
who had been operating against banks, and 
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practically everyone of them is in the peni- 
tentiary at the present time. 

“One gang consisted of three men who 
went into a bank as bank examiners. They 
held up the bank, or rather got the banker 
to throw all his securities and.money on 
the table. They checked with him for two 
or three hours until finally he was the 
only one left in the bank, and 
then they tied him up and went 
away with $180,000. The bank 
was wrecked, of course. Nobody 
had any clew. But in the con- 
fession told of previously we got 
hold of one man, and he has since 
been convicted. He was found to 
be a jail breaker and a bank rob 
ber, who broke jail in Missouri. 
One confederate was later ar- 
rested because he went to the 
penitentiary dressed as a priest 
to gain entrance, and by the use 
of explosives endeavored to get 
his pal out, but he was not per- 
mitted to enter and was arrested. 
He is also in the penitentiary. 
With respect to the third man, 
the information came through 
the underworld. He was a Chi- 
cago man, apparently in the 
jewelry business. He also is in 
prison. 

“The protection afforded by 
these Vigilantes has aroused pub- 
lic sentiment, and it is public sen- 
timent that is stopping these men 
and is creating posses whenever 
an attack occurs. Very seldom 
does any man get away now.” 

Eugene P. Gum, secretary of 
the Oklahoma Bankers Associa- 
tion, told of the results obtained 
in that state, as follows: 

“We have a statute in Okla- 
homa which provides that for the 
robbery of a bank, where fire- 
arms are used, the penalty may 
be anything from twenty years to 
the electric chair. About six 
months ago we had an example 
of that which we hope will be 
very helpful in cutting down the 
crime wave in Oklahoma. A fellow by the 
name of Dave Brown robbed a bank in 
Oklahoma. He was captured, tried and sen- 
tenced to die in November.” 


Progress in Indiana 


C. BROWN, president of the First 
@ National Bank of Greencastle, and 
C. O. Holmes of Gary, President of the 
Indiana Bankers Association, reported on 
the success of the Vigilante system in that 
state, where the Association, largely through 
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the efforts of Miss Forba McDaniel, the 
secretary, obtained the passage by the leg- 
islature of a measure establishing a State 
Bureau of Criminal Identification. 

“This law has tied in the officials of In- 
diana to our problems,” said Mr. Brown, 
“and, although it is not always so, they are 
taking credit for enforcing the law in the 
apprehension of bank robbers, as the state 
never has thought it necessary to take cog- 
nizance of before. 

“The state bureau has only been in op- 
eration since the first of July. In addition 
to the bill creating it, we also had passed 
the Habitual Criminal Act, which went in 
force on the first of July, and recently our 
first man was sent up for life under this 
measure. It was found he was connected 
with two bank robberies in Indiana. 

“The state is taking the credit, and we 
are glad they are, of sending this fellow 
up. We have got the recognition of the 
state that this is a good thing, and they are 
going to be more anxious than we to make 
a record.” 

Fred P. Fellows, Secretary of the Min- 
nesota Bankers Association, said that in that 
state 50 of the 87 counties were thoroughly 
organized, and there has been very little 
bank crime. In the last two years there have 
been only two successful bank robberies with 
a total loss of $30,000. Minnesota has two 
penalties for bank robbery, one a sentence 
of forty years, the other for life. In the 
first four months of last year nine men were 
sent up for life for attempted bank rob- 
beries. 

Others who told of the progress of the 
vigilante movement in their states were Mrs. 
Helen M. Brown, Secretary of the Michi- 
gan Bankers Association; Fred M. Bowman, 
Assistant Secretary of the Kansas Bankers 
Association; Frank Warner, Secretary of 
the Iowa Bankers Association, and W. C. 
MacFadden, Secretary of the North Dakota 
Bankers Association. 


Bank Taxation 


ISCUSSION of bank taxation, led by 

Fred P. Fellows of Minnesota, showed 
the consensus of opinion of the secretaries 
to be that any amendment to Section 5219 
of the revised statutes, as proposed by some 
Pacific Coast bankers, would be inadvisable 
at this time. 

In the round table discussion following 
Mr. Fellows’ talk, Charles W. Zimmerman, 
Secretary of the Pennsylvania Bankers As- 
sociation; C. H. Mylander, Secretary of the 
Ohio Bankers Association, and Harry G. 
Smith, Secretary of the Kentucky Bankers 
Association, were among those who believed 
that no change should be made in Section 
5219. 

The organization of county credit bureaus 
and rural clearing house districts was re- 
ported going ahead rapidly in various sec- 
tions of the country, with most satisfactory 
results in every instance. Haynes McFad- 
den, Secretary of the Georgia Bankers As- 
sociation, said that more than 100 counties 
had been organized in that state, chiefly on 
the service charge, reduction of interest rates 
and other movement to improve the earn- 
ings of country banks. M. A. Graettinger, 
who opened the discussion of the subject, 
said that in Illinois there was no doubt of 
the advantages and benefits of district clear- 
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ing houses. County credit bureaus have 
proved the need for that step, and the move- 
ment was spreading in Illinois, he said. Fred 
Bowman reported that in Kansas every 
county either had an organization perfected 
or a set-up arranged. 


Pennsylvania Method in 
Public Education 


HARLES F. ZIMMERMAN, talking 

on “The Low Down On This Public 
Education Business,” told of the start in 
1921 of the puble education movement by the 
American Bankers Association. 

The Pennsylvania Bankers Association 
now appropriates $3,000 each year to this 
work. We have made a reprint in booklet 
form of the series of “Talks on Banking 
and Elementary Economics for the Eighth 
Grade.” A carefully chosen key-banker is 
appointed in each county of the state. It is 
his duty to establish a personal contact with 
the county superintendent of schools, under 
whose direction the importance of the work 
is presented before the annual county teach- 
ers’ institute, and a copy of the booklet 
placed in the hands of each teacher. Teach- 
ers are asked to read one of the talks to the 
scholars on each of four successive Friday 
afternoons and to have the pupils write es- 
says on each talk after it is read. Rural 
schools are especially interested in the sub- 
ject matter, and reports clearly indicate that 
the teachers themselves value the talks very 
highly. Year by year we are reaching more 
than 8000 Pennsylvania school teachers, and 
year by year the willingness of the school 
authorities to cooperate with our committee 
increased. Last school year approximately 
three-fourths of the counties of Pennsyl- 
vania were covered. This year the work is 
being still further expanded so that we ex- 
pect to enlist the active assistance of at 
least 10,000 teachers. 

“My study of the methods used in other 
State Associations where an earnest attempt 
has. been made to promote the Public Edu- 
cation plan leads me to conclude that in 
most cases the banker fails to respond be- 
cause too much is asked of him. It is dif- 
ficult for him to maintain his enthusiasm for 
a speaking program in which he is frequently 
called upon to go over the same ground. 
There is a rather fixed boundary line to the 
variety of worthwhile subjects for talks to 
school children in the field of simple bank- 
ing and economic principles, so that while 
new material may be called for, it is quite 
possible—or has been thus far—to supply 
such new subject matter as would prove to 
be effective. The plain truths contained in 
the talks must be taught over and over 
again, and since they are being reviewed 
not oftener than once or twice each year, no 
difficulty will be found in their repetition. 
The primary objective, therefore, is to en- 
list the help of the banker as the contact 
point in his county, asking him to do only 
the specific work of keeping in touch with 
the school authorities in order that the talks 
should be presented to the pupils from year 
to year. That we are succeeding in Penn- 
sylvania is clearly shown in the fact that 
the work is being done, and that the same 
key-bankers are glad to serve regularly in 
their respective counties. 
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“No other agency is so splendidly adapted 
to promote a thorough cooperative program 
of public education in economics as is the 
state bankers association when aided by the 
public school authorities. A reading of the 
talks themselves will persuade any inquir- 
ing mind that there is nothing visionary or 
impractical in the plan, and it is my belief 
that those associations that have thus far 
failed to take this plan seriously, are miss- 
ing a golden opportunity for rendering a 
public service of outstanding importance.” 

Russell Smith, chairman of the Com- 
mittee of Education of the Califor- 
nia Bankers Association, said that in his 
state the American Institute of Banking 
chapters had aided greatly in the education 
work by taking over the active burden of 
pushing the campaign in the schools. Men 
who are recruited for the work are trained 
in teaching so that they will be qualified to 
adopt the teacher’s methods in talking to the 
children. 

Haynes McFadden spoke on the activities 
of bankers associations, and his discussion 
appears elsewhere in this issue. 


Bankers Behind the Grills 
R E. WAIT, Secretary of the Arkansas 


¢ Bankers Association, made a plea for 
“the young banker behind the grills.” He 
contended that the bank clerk should have 
the same opportunity for inspiration and 
learning as have the executives at sessions 
of their state and national banking associa- 
tions. He advocated the organization of 
Junior Bankers Sections of state associa- 
tions, and told of the success of such a plan 
in Arkansas. There the junior organization 
holds conferences once a year, and without 
guidance or direction puts over splendid ed- 
ucational programs. The Junior Section is 
sponsoring and developing the American 
Bankers Institute educational courses, and as 
a result the young organization is turning 
out some excellent executives. 

The State Secretaries Section also heard 
an address by W. C. Coapman, Secretary of 
the Wisconsin Bankers Association, on 
“How Can Banks Make More Money?” 
This is printed elsewhere in this issue. 

The following new officers were chosen 
by the Section: President, W. A. Philpott, 
Jr., of Texas; First Vice-President, Frank 
Warner of Iowa; Second Vice-President, 
M. A. Graettinger of Illinois; Board of Con- 
trol, Messrs. Philpott, Warner and Graet- 
tinger, Harry G. Smith, retiring president of 
the Section, and Paul P. Brown of North 
Carolina. 


Clearing House 
(Continued from page 344) 


tution is going to be the dominant factor in 
determining whether or not the place you 
call home shall be bigger and better than it 
ever was before.” 

The following officers were elected: Presi- 
dent, O. Howard Wolfe; vice-president, 
William F. Augustine; chairman Executive 
Committee, J. B. McCargar, San Francisco; 
members of the Executive Committee for 
three years, C. A. Chapman, Rochester, 
Minn.; Fred W. Ellsworth, New Orleans. 
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There’s REAL machinery behind 
Efficient bank operation 


AMMOTH presses are revolving today, and 
every day—producing ledger leaves, state- 
ments, deposit tickets and many other loose-leaf Baker-Vawterhasastrict 
forms that make the keeping of bank records easier ; one-price policy which 
that make bank routine more dependable. bankers eppreciate. It is 2 
These machines belong to Baker-Vawter. They 
are kept busy by banks and commercial institu- 
tions who realize the importance of properly de- preg _—- 
signed and produced record keeping forms; who The Baher- Vawter 
are aware of the economies of quantity production. will gladly explain it. 
These giant presses do far more than produce 
good record forms. They make low prices possible. 
For when they print your order they print it with 
hundreds of similar orders. Every buyer profits by 
the reduced cost. You get the highest quality of : _—- 
material and workmanship for the price of an ordi- 
nary job. 
The next time you need ledger leaves, state- 
ments, deposit tickets, transit letters, in fact any P 
record form used in banks, talk to the Baker- 
Vawter Man. He is a fellow worth knowing. “ 


Please send us your price for printing 


BAKER-VAWTER SALES CO. forme, 
Tonawanda, N. Y. a 
Division of 


Remington Rand - 
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UNION TRUST CO. 
CLEVELAND, OHIO 


EXPERIENCE [ANK 
HAS PROVED 
THEIR VALUE 


The experience of many institutions has definitely 
fixed the value and usefulness of Lamson Pneumatic 
“Baby” Tubes in banking service. 


One prominent banker’s comments express the opin- 
ions held by hundreds of users— 


“At the time we selected your pneumatic tube 
system we very carefully studied every means 
of communication on the market. We felt then 
that your system was the most satisfactory for 
banking institutions. We feel safe in saying 
that the results we have obtained make us believe 
that we were not wrong in our conclusions.” 


To measure the value of the services rendered by 
“Baby” Tubes against their moderate cost, leads to 
but one conclusion. They ought to be functioning 
in your bank now. 


For details—how they can be applied to your prob- 
lems, and how. much it would cost—call a Lamson 
Representative to your bank. Send the convenient 
coupon. 


THE LAMSON COMPANY 
Syracuse, N. Y. 


LAMSON 


“BABY” TUBFS-~... 
N E U M ATI 
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AROLD J. STONIER is 
H the new educational director 
of the American Institute of 
Banking. In assuming this posi- 
tion at the head of the educa- 
tional arm of the American 
Bankers Association, he becomes 
the active director of the largest 
adult educational group in the 
United States. Mr. Stonier, when 
selected for this new post, was 
vice-president of the University 
of Southern California. He suc- 
ceeds Stephen I. Miller, who re- 
signed to accept the executive 
managership of the National As- 
sociation of Credit Men. 

‘ Mr. Stonier is widely known 
in financial and business circles 
as well as in educational work on 
the Pacific Coast. He organized 
the College of Commerce and the 
Extension Division of the Uni- 
versity of Southern California 
eight years ago, leaving the field 
of investment banking to do this 
work. He is known as one of the 
most effective public speakers in 
this country and has frequently 
appeared on programs of banking 
conventions in the West. He is 
president of the Pacific Coast 
Advertising Clubs Association, 


and last year served as president 
of the Los Angeles Advertising 
Club. 


He has been particularly 


SSOCIATION activities should not 
be limited in variety at the expense 
of association usefulness. Useful- 
ness is the purpose and destiny of 

every successful organization of bankers, 
and it is easy to multiply activities until the 
man power of association headquarters is 
spread out too thin to be effective in any- 
thing. When that point is reached it is time 
to call a halt on variety and to concentrate 
upon efficiency. 

By means of capable committee chairmen 
the variety of useful purposes that an asso- 
ciation can serve is almost unlimited. This 
scope can be achieved without unduly taxing 
the day’s work of the secretary who in the 
very nature of the case must be endowed 
with sufficient executive ability to interest 
his members in performing the greater part 
of all duties that can be assigned to commit- 
tees and committee chairmen. For further 
consideration of this subject the functions of 
a bankers’ association should be divided un- 
der three heads. 


RIMARY functions. These include 
everything directly beneficial to the mem- 
ber bank and to the profession of banking. 
At the moment I would classify the organ- 


Stonier is New EducationaljDirector 


Harold J. Stonier 


Should There Be a Limit to the Variety of State 
Associations’ Activity? 


By HAYNES MCFADDEN 


Secretary Georgia Bankers Association 


ization of county associations for the en- 
forcement of the service charge and similar 
rules as the most important primary func- 
tion in the interest of the membership. This 
is the only method as yet devised that at 
once accomplishes the double purpose of im- 
proving methods of banking and the earn- 
ing power of the member bank through the 
motive power of association headquarters. 
This is also probably the best illustration of 
the degree to which the assistance of the 
member banks can be most extensively used 
to lengthen the shadow of the secretary. 
Other important primary functions include 
the protection of member banks from crim- 
inal operations, opinions on points of Jaw 
through the association’s attorney and all 
standard committee work. Under that head 
typical classifications are legislation, Federal 
Reserve relations, education in ‘thrift and 
savings, developing proper channels to ac- 
commodate farm loans and all other commit- 
tee work customarily employed to bring di- 
rect benefits to the membership. 


ECONDARY functions. Under this head 
should be classified those activities which 
contribute principally to the public good and 
by means of which banks prosper in the 


active in the field of public speak- 
ing, and is regarded as an out- 
standing authority on this. sub- 
ject, having delivered frequent 
lectures on business and political 
topics. 

Mr. Stonier is a native of San 
Jose, Cal., having been born there 
in 1890. He is a graduate of the 
University of Southern Cali- 
fornia, being the possessor of a 
B. A. and M. A. degree from 
that institution. He has taken 
graduate work in economics and 
finance at the University of Cali- 
fornia and Columbia University. 
Mr. Stonier is a member of the 
Alpha Kappa Psi College of 
Commerce honor fraternity, and 
of the Phi Alpha fraternity. He 
belongs to the University Club 
of Los Angeles. 

Mr. Stonier is married and has 
lived at Los Angeles for a num- 
ber of ‘years. 

As educational director of the 
American Institute of Banking, 
Mr. Stonier will have general di- 
rection of the educational work 
in more than 190 local chapters 
throughout the United States 


with a student enrollment in ex- 
cess of 33,000. Mr. Stonier was 
one of the speakers at the Pub- 
lic Education Conference held 
at the last Institute convention. 


same ratio that general prosperity prevails. 
Agriculture, good roads, cooperation with 
every civic enterprise in which a bankers’ 
association can take a proper interest, con- 
stitute the secondary functions in which the 
usefulness of a bankers’ association is prac- 
tically unlimited. 


ISCELLANEOUS functions. It is al- 

most entirely in this field that a care- 
ful watch has to be kept in order to hold the 
activities of an association within proper 
bounds. It is my opinion that no association 
should become a department store and en- 
gage in the sale of typewriters, adding ma- 
chines, stationery, deposit slips, blank checks 
and other supplies. The danger in the ex- 
tension of such activities is two-fold. In 
the first place it sets up between the associa- 
tion and its members the relationship of 
merchant and customer. This atmosphere 
easily invades and detracts from the ethical 
mission and from the professional dignity 
that a bankers’ association should maintain 
with its members. In the second place, sup- 
plies whose source of distribution affords a 
commission to the association are not usu- 
ally cf the best quality. Distributors who 
(Continued on page 402) 
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Resolutions of the American Bankers Association 


HE American Bankers Association is 

glad to note that the country has been 

prosperous and practically all sections 
of the country have continued to flourish. 
It is true all lines have not enjoyed the same 
high level of prosperity in 1927 so character- 
istic of 1926. At the same time, there is 
nothing in recent developments to indicate 
that we are likely to have anything in the 
nature of a depression. There has been a 
marked absence of speculative tendencies in 
commerce and industry. Both labor and 
capital have been happily and profitably em- 
ployed. Money has remained easy and the 
country has been able to continue lending 
large sums to other countries, notably to 
Europe, and this has been of the greatest 
assistance in aiding the economic rehabili- 
tation of the world as a whole. 


GRICULTURAL conditions are im- 

proving though there is still much room 
for betterment. The indices of price levels 
of farm products are approaching the level 
of other commodities. Partly as a result of 
good crops and partly as a result of higher 
prices, the farmers of the country are likely 
to have much less cause for complaint than 
they have had for some time past. The 
community of interest between bankers and 
farmers cannot be too strongly emphasized. 
Many members of this Association are 
themselves farmers by long experience and 
the prosperity of practically all bankers is 
dependent upon that of our farming com- 
munities. They are deeply interested in the 
developing of sound economic policies for 
the stabilization of this basic industry. 


HIS Association desires to 

reiterate the opinion expressed 
at the convention last year, that 
the ever-growing burden of state 
and local taxation is becoming a 
detriment to the development of 
trade, industry, transportation, 
and finance in this country. There 
continues to be a tendency to 
have overlapping and competitive 
taxes, especially as regards taxes 
on inheritances and transfer of 
estates. 

This Association recommends 
that in the event of a revision 
of our income tax law, special 
consideration be given to the tax 
now levied on corporations with 
a view to reducing it greatly. 
This would be effective in main- 
taining proper competitive con- 
ditions in this country by aiding 
the development of smaller cor- 
porations. 

This Association believes that 
time has proved that the limitation 
contained in Section 5219 U. S. 
Revised Statutes is a wise one 
and has protected state banks as 
well as national banks. It is 
therefore urged that Section 5219 
be retained without any modi- 
fications. The states of New 
York, Massachusetts and Wis- 
consin have substituted a system 
of taxation of banks on their in- 


comes in lieu of the ad valorem tax on 
shares with successful results. It is be- 
lieved a system of income taxation of banks 
can be successfully adopted in many other 
states and thereby escape the vexatious 
questions of discrimination which grow out 
of taxation of credit investments and intangi- 
bles at a lower rate than bank shares. 


HE General Convention of the Associa- 

tion heartily indorses the action of its 
Executive Council in aiding the sufferers of 
the floods which occurred in the Mississippi 
Valley earlier in the year. It believes that 
every effort should be made to avoid the 
recurrence of this national calamity and 
urges the Congress of the United States to 
take prompt action to provide for the con- 
struction and maintenance of the necessary 
works to prevent floods of this nature in the 
future. The Federal government should as- 
sume the sole responsibility for financing, 
placing, building, and operating the neces- 
sary works needed to bring about permanent 
relief. The seriousness of the situation is 
such that it demands immediate and com- 
prehensive legislation dealing solely with 
this problem. It is also urged that, because 
of the seriousness of this flood problem, it 
be divorced from all other national issues 
and dealt with in legislation and administra- 
tion upon its merits apart from all other 
undertakings. 


CCASION is taken to express gratifi- 
cation at the remarkable progress that 
has been so clearly evident in most of the 
countries of Europe during the past two years 


W. D. Longyear, of Los Angeles, the new Treasurer of the 


American Bankers Association 


and to extend to their peoples our sincere 
congratulation on the improved conditions 
that now prevail. 

Since the World War the countries of the 
world have become increasingly interde- 
pendent, and ill-advised expressions from the 
platform and in legislative halls which are 
often wrongfully construed by the peoples 
of foreign countries as reflecting the senti- 
ment of our people are to be deplored. 


N accordance with the report to this con- 
vention by the Economic Policy Commis- 
sion, it is believed that one of the most 
potent causes of bank failures is the exces- 
sive number of banks; that this situation 
can be corrected in part by increased capi- 
tal requirements and more completely by the 
limitation of new charters to the needs of 
each community ; that, to the end that direc- 
tors better discharge their obligations, this 
Association should prepare standard forms 
for the presentation of business to directors’ 
meetings; that additional restrictive legisla- 
tion covering loans and investments is not 
desirable but rather the better inforcement 
of existing statutes; that the clearing house 
examination system having been in general 
highly advantageous, its further develop- 
ment is strongly recommended, and that the 
appropriate agency of this Association should 
promote the organization of local regional 
associations of banks for the purpose of sup- 
porting and securing a most effective use 
of the existing system of government ex- 
aminations. 
Thanks are due to President Traylor 
for the time and energy he has devoted 
to the business of the Associa- 
tion. Especially should bankers 
of this country be grateful to him 
for his activity in carrying out 
the instructions of the Los Ange- 
les Convention in reference to the 
McFadden ‘Act. The law defi- 
nitely strengthens our national 
banking system and insures the 
continuance of the Federal Re- 
serve System. 


HIS Association extends its 

sincerest thanks to the bank- 
ers, hotels, press, ladies, and gen- 
eral public of the city of Houston 
and the state of Texas for the 
manifold kindnesses and gracious 
hospitality extended to all of the 
delegates and their families. 
Likewise, the Association is in- 
debted to the speakers at the 
various sessions of the Conven- 
tion, Divisions and Sections who, 
by their carefully prepared ad- 
dresses have helped to make the 
Fifty-third Annual Convention of 
this Association one of profit and 
enjoyment to all those who were 
privileged to be present. 

This Association notes with 
regret the passing away since the 
last General Convention of three 
of its distinguished ex-presidents, 
Lyman J. Gage, formerly Secre- 
tary of the Treasury, John L. 
Hamilton, and Wm. E. Knox. 


‘ 
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New Union Trust Building, Detroit, now under construction 


NE of the soundest of maxims is: “He profits most who 
serves best.” Realization of its truth pervades this entire 
organization as we start construction of our new home—a 
memorial of more than 36 years of faithful service and an 
assurance of even finer and broader service in years to come. 


First Trust Company in Detroit—Friend of the Family 


G) Griswold at Congress Street 
Lame, Detroit 
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Lisanus M. Topp, president of The Todd 
Company, inventor of the Protectograph; 
Chairman National Bank of Rochester; 
Trustee Mechanics Savings Bank; Director 
Rochester Gas and Electric Corporation. 


November, 1927 


men 


GrorcE W. Topp, treasurer of The Todd 
Company; Director Lincoln-Alliance Bank; 
Director Eastman Kodak Company; Chair- 
man Stromberg-Carlson Telephone Mfg. Co. 


have built an 
‘AaA.” business 
on protective service 


In 1899, Messrs. Libanus M. and George 
W. Todd started to manufacture gind sell 
a check protector—the Protectogfaph, 5A, 
wood-shed was the first “factory Re- 
sources of the partnership were so limited 
that the process of manufacture waited. on 
the proceeds of -sales. 


From this humble beginning and out of 
this first effort to provide protective ser- 
vice have grown the world-wide activities 
of The Todd Company. Today the finan- 
cial rating of The Todd Company is 
“AaAl1,” the highest. Two great plants at 
Rochester and Chicago cover six acres 
an industry that provides banks, _ busi- 
nesses and individuals throughout the 
world with appliances, supplies and ser- 
vice that protect funds in transit. 


More than a million Protectographs— 
models for every business and personal 
need—are in use in sixty-four nations. 

The Todd Check Signer—a new machine 
—is everywhere acclaimed one of the 
greatest achievements inthe modernization 


to banks 


of business routine. Banks, investment 
houses, municipalities and business organi- 
zations that issue checks in quantities now 


save the time their executives formerly 


wasted signing checks by hand. 


Todd Greenbac Checks, which flash 
“VOED” the instant a forger’s acid touches 
the paper, are added protection for the 
circulating funds of 200,000 banks and 
business houses. 

Bank depositors everywhere know Super- 
Safety Checks, which The Todd Company 
supplies to banks for their depositors. 


Banking institutions have found that these. 
attractive checks bound with Antique 


Moorish Covers are a dignified sales asset 
that brings new depositors into a bank. 
The Bankers’ Supply Division of The Todd 
Company, which manufactures Super- 
Safety Checks and Antique Moorish Cov- 
ers, conducts an advertising service that 
has been used by thousands of banks with 
gratifying results. 

With the Protectograph speeding rou- 
tine check writing and facilitating check 


handling with a quickly read imprint— 
the Todd Check Signer relieving execu- 
tives of check signing—Greenbac Checks 
providing protection against altering 

Super-Safety Checks and Antique Moor- 
ish Covers carrying a bank’s protective 
service to its customers in an attractive 
manner—and an advertising service for 
banks—The Todd Company offers a com- 
plete service of protection. This service 
is so thorough in its conception that every 
bank and business house, no matter what 
its size or individual requirements may be, 
can find simpler, faster methods, greater 


* protection and a means to more economical, 


more profitable procedure by investigat- 
ing the Todd System. 


The services of The Todd Company are 
available in every important city. Get in 
touch with a Todd representative or ad- 
dress an inquiry to us. The Todd Com- 
pany. (Est. 1899.) 1176 University Avenue, 
Rochester, N. Y. Sole makers of the Pro- 
tectograph, Super-Safety Checks and Todd 
Greenbac Checks. 


TODD SYSTEM OF CHECK a 


The Protectograph eliminates 
a large percentage of all check 
frauds by preventing raised 
amounts. It is made in a 
variety of standard models, one 
for every type of business— 
$37.50 up. For private use the 
Personal Protectograph at $20 
has a nation-wide popularity. 
Only Todd can make a Pro- 


Todd Greenbac Checks, with 
their patented self - canceling 
features, eliminate another 
major source of possible check 
losses by preventing change of 
payee’s name, date and num- 
ber and “‘counterfeiting.”” The 
instant the forger’s acid is ap- 
plied countless imprints of the 
word ‘‘VOID’’ appear. 


Standard Forgery Bonds cover 
the remaining check-fraud pos 
sibilities, namely, outright 
forgery of signature or of en- 
dorsement, As preferred risks, 
Todd users qualify for such 
bonds at large savings from the 
Metropolitan Casualty Insurance 
Company, New York. 


tectograph. 
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Bankers Acceptances Finance $5,000,000,000 


N the field of acceptance financing, this 

has been the most prosperous and con- 

structive year that America has ever 

experienced, the Committee of the 
American Bankers Association on Accept- 
ances of which Jerome Thralls of New York 
is chairman, reported at the Houston con- 
vention. 

“Through substantial capital increases, 
consolidations and mergers, our banks have 
strengthened their positions and have ex- 
panded their facilities for financing both 
domestic and international trade,” it said. 
“We now have individual banks with re- 
sources of over a billion dollars—banks, 
private bankers and acceptance houses that 
finance trade the world over and whose 
credits are honored everywhere. 

“During the year ended Sept. 30, 1927, 
over $5,044,000,000 of business was financed 
with American bankers acceptances. Of 
this total $1,926,808,000 (38.2 per cent), 
covered imports; $1,750,268,000 (34.7 per 
cent), exports; $721,292,000 (14.3 per 
cent), goods stored in independent ware- 
houses in this country ; $136,188,000 (2.7 per 
cent), domestic shipments; $156,364,000 (3.1 
per cent), dollar exchange ; and $353,080,000 
(7 per cent), covered goods stored abroad or 
shipped from one foreign country to another 
foreign country. As of -Sept. 30, 1927, the 
total of American bankers acceptances is- 
sued and outstanding was $863,823,006. The 
corresponding total as of Sept. 30, 1926, was 
$614,151,287. The monthly average for the 
current year was $771,336,048, while that of 
the year 1926 was $685,000,000. 

These figures should be most gratifying 
to every American banker. They tell a true 
story of progress and prosperity here and of 
improved conditions abroad. They are a tes- 
timonial to American enterprise and industry. 


667T'HE discount market has broadened 

considerably and has demonstrated its 
ability to absorb the ever increasing volume 
of bankers acceptances. The turnover of 
bills in the market for the year will exceed 
$5,000,000,000. Rates have been compara- 
tively easy and fairly steady throughout the 
year. Their range for ninety-day maturi- 
ties has been from 37% per cent to 3% per 
cent. The present rates of discount for prime 
ninety-day eligible bankers acceptances are 
33g per cent bid, ask 3% per cent. 
The discount houses and dealers in the mar- 
ket are now carrying about $100,000,000 of 
acceptances. The average aggregate of 
their portfolios for the year amounted to 
about $75,000,000. These holdings have been 
carried mainly with funds borrowed at call 
from banks throughout the country. 
dition to these holdings of bankers accept- 
ances, the discount houses and dealers have 
carried in the same way a very substantial 
supply of United States Treasury notes, 
certificates and other short term United 
States government obligations. These call 
loans against eligible acceptances and short 
term United States government securities 
are growing in popularity and net the lend- 
ers almost as good a return as do similar 
loans made against non-eligible collateral. 
The present rate on discount market call 
loans is 3% per cent. 


In ad-' 


When funds are not available to the mar- 
ket from other sources, the market seeks 
accommodation at the Federal Reserve 
banks. The Reserve banks have cooperated 
closely with the market. They have been 
ready buyers of bills and can be depended 
upon to relieve the market at times of seri- 
ous congestion. Large corporations, trustees 
of estates, savings banks, insurance compa- 
nies and commercial banks are among the 
principal American investors in bankers ac- 
ceptances. 

On Oct. 12, 1927, the Federal Reserve 
banks held $274,361,000 of acceptances pur- 
chased in the open market, and showed con- 
tingent liability of $201,956,000 on bills pur- 
chased for foreign correspondents. It would 
appear from the latter item that many hun- 
dreds of millions of dollars are now being 
invested in American bankers acceptances 
for gold reserve purposes, which is not only 
a great compliment to our credits, but which 
is at the same time a‘ tremendous help to 
trade both here and abroad. The spread 
between the London market and ours on 
rates on bankers atceptances has ranged 
from about 54 per cent to 1 per cent 
throughout the year, the London rates being 
continuously higher than ours. The Ac- 
ceptance Commission charged by the leading 
acceptors ranges from a minimum of 1 per 
cent to a’maximum of 2-per cent per annum. 


— committee has cooperated closely 
with the American Acceptance Coun- 
cil and we take this occasion of commending 
the good work of that important organiza- 
tion. 

“The British Parliament passed in Aug- 
ust, 1924, an act regulating the carriage of 
goods by sea. This act has since been 
amended to conform to the rules laid down 
at the Hague Conference, attended by rep- 
resentatives of the’ principal nations of the 
world. It is now proposed that in order to 
secure for American interests benefits simi- 
lar to those that are accruing to British 
bankers, merchants, traders and manufac- 
turers as the result of this act, that effort 
be made to have a bill enacted by the United 
States Congress, under which it will be pos- 
sible to work out an international uniform 
ocean bill of lading. Through such a bill, 
the limit of the carrier’s responsibility may 
be broadened and more clearly defined. The 
time in which to press suit for claims or 
damages may be extended to possibly twelve 
months and the burden of proof when dam- 
ages do arise, may be shifted to the carrier, 
who has heretofore frequently escaped on 
the grounds of ‘exceptions.’ 

“Great sums are invested in the London 
discount market by alien investors that would 
not go there were it not for the fact that 
the income therefrom is exempt from taxa- 
tion by the British authorities. It is sug- 
gested that in order to attract foreign funds 
into the American market, we should devise 
a plan under which the income would be 
non-taxable. It is, therefore, recommended 
that the present provision of the statute ex- 
empting from taxation in this country, in- 
terest accruing to non-resident aliens and 
foreign corporations on bank deposits should 
be extended to include the discount or profits 


arising from investment in acceptances in 
this country. Income upon such investments 
by foreign governments in the American 
markets is now exempt. In view of the de- 
sirability of carrying great sums: here as 
gold reserve for exchange and for trade 
purposes, it would seem greatly to the ad- 
vantage of all interests to have these taxes 
waived. 


66 IFFICULTIES are continuously aris- 
ing because of the varied forms of 
trust receipts that are being used in this 
country. The American Bar Association 
now has under consideration a proposed 
measure which it is hoped will be brought 
before the legislature of the various states 
during the coming year. The adoption of 
this measure will pave the way for a uni- 
form and binding trust receipt. We suggest 
that the legislative machinery of the Ameri- 
can Bankers Association be set in motion 
in cooperation with the American Bar As- 
sociation, in order to bring about the pas- 
sage of this needed and helpful legislation. 
“Although standardized letter of credit 
forms have not been put into general use 
much progress has been made and the work. 
on this important matter. will be continued. 
“Under the direction of the Federal au- 
thorities at Washington, considerable prog- 
ress has been made in licensing. warehouses 
and perfecting control over the operations 
of those heretofore licensed. 

“Some disappointment has been experi-_ 
enced with the plans for handling agricul- 
tural products through cooperative marketing. 

“It is difficult to point to the major rea- 
son for the failure of these plans. It may 
be that in cooperatives as is true in most 
public and governmental matters private ini- 
tiative and talent cannot be matched. 


66™P"HE question as to the negotiability of 

trade acceptances bearing the notation: 
‘The obligation of the acceptor hereof arises 
out of the purchase of goods by the acceptor 
from the drawer. The drawee may accept 
this bill; payable at any bank, banker or 
trust company, in the United States, which 
such drawee may designate,’ was raised in 
the supreme court of the state of Texas, 
and in view of the decision rendered by said 
court, it was deemed advisable to revise the 
form so that all doubt as to non-negotiability 
would be removed. 

“The revised form, which bears the nota- 
tion: ‘The transaction which gives rise to 
this instrument is the purchase of goods by 
the acceptor from the drawer. The drawee 
may accept this bill, payable at any bank, 
banker or trust company in the United 
States, which such drawee may designate,’ 
has the approval of the Federal Reserve 
Board. 

“The revised form is being rapidly adopted 
throughout the country and can be obtained 
from the American Acceptance Council. In- 
formation as to the volume of business that 
is being done with trade acceptances is not 
available, but we believe, judging from the 
facts that have come to our attention, that 
substantial progress is being made with this 
valuable credit instrument, wherever it has 
been given a full, fair trial, it has proved 
its merits.” 
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Relief for Farmers in Flood Areas Discussed 


ONSIDERATION of the best means 
of affording relief to the farmers in 
the flooded section of the Mississippi 

River valley, the decision to start a contest 
to reward the chairman of the agricultural 
committee of the state showing the out- 
standing results in accomplishing something 
worth while for agriculture through the 
banks of the state and the advocacy of a 
plan for cotton planters to raise the one 
best variety of cotton and sell it at a mar- 
ket instead of an average price featured the 
session of the Agricultural Commission of 
the American Bankers Association at the 
Houston convention. 

The commission discussed the various 
steps that had been taken in the banker- 
farmer movement in the various states and 
reviewed the progress made with the vari- 
ous projects that have been recommended. 


NE of the liveliest incidents that oc- 

curred during the whole convention de- 
veloped at the session of the Agricultural 
Commission. Senator T. H. Caraway, of 
Arkansas, and a group known as “The Com- 
mittee of Twenty-two,” appeared at Hous- 
ton with the avowed purpose of obtaining 
a hearing on farm relief measures, and par- 
ticularly the McNary-Haugen bill. He re- 
cited that George W. Donaghey, former 
Governor of Arkansas, had written to the 
American Bankers Association on the Satur- 
day before the convention opened, and had 
asked that a place be granted the farm re- 
lief advocates on the general program. As 
the program is arranged two or three months 
in advance of the first session, this was im- 
possible, but it was suggested that, inasmuch 
as the Agricultural Commission was the 
proper committee of the American Bankers 
Association to consider proposals affecting 
the welfare of agriculture, Senator Caraway 
and his group were. offered an opportunity 
to present their case before the Agricultural 
Commission. 

Senator Caraway was given an opportu- 
nity to speak on the subject of the McNary- 
Haugen bill, and duly appeared, but instead 
of discussing the features of this proposed 
legislation, he devoted it to an attack on 
the American Bankers Association and bank- 
ers in general. Senator Caraway alleged 
that the blame for the President’s veto of 
the McNary-Haugen bill should be laid at 
the door of the American Bankers Asso- 
ciation, maintaining that if the bankers had 
got behind the measure it would have be- 
come a law. Other members of the visiting 
committee were permitted to speak, but their 
statements were more or less of a similar 
nature. 

Before Senator Caraway and his group 
withdrew from the meeting, H. Lane Young, 
president of the Citizens and Southern Na- 
tional Bank of Atlanta, Ga., and a member 
of the Agricultural Commission representing 
the southeastern states, said that he wished 
to express his resentment over the manner 
in which the visitors had appeared. Al- 
though they had occupied forty-five min- 
utes of the commission’s time, Mr. Young 
told them, they had devoted this to the un- 
justified abuse of the American Bankers 


Association and bankers instead of telling 
something of the farm relief measures which 
they were supporting. 

Immediately upon learning of the action 
of Senator Caraway and his group, Melvin 
A. Traylor, President of the American 
Bankers Association, issued the following 
statement to the press: 

“I understand that the representatives of 
the Committee of Twenty-two states that 
they wrote a letter to me asking for a place 
on the convention program. I never heard 
of the letter or saw it. I left home Oct. 20 
from Chicago. There has been no attempt 
to communicate with me on the telephone 
on their part that I have any knowledge of. 
I know the gentlemen personally, and they 
know where I am. The program was closed 
at least sixty days ago. When Burton M. 
Smith, Chairman of our Agricultural Com- 
mission, informed me that they would like 
fifteen minutes on his program of the com- 
mission’s meeting, I said by all means do so, 
as we are always willing to hear the other 
fellow’s story. He gave them forty-five 
minutes. I am advised that the speakers 
used most of their time in vituperative at- 
tacks on the American Bankers Association. 

“T wonder if the farmers of the country, 
who have been supplied with hundreds of 
millions of dollars of financial cooperation 
by the bankers, are willing to place their 
welfare in the hands of gentlemen whose 
particular business consists in being elected 
to office, or to the bankers, who have car- 
ried them through thick and thin, year in 
and year out, and are willing to continue 
to do so in the future. I am a farmer 
and a son of farmers, and I am in thorough 
sympathy with the farmers’ problem. I am 
sorry that these gentlemen feel that they 
have not been properly treated. Nothing 
would give us more pleasure than to give 
them the opportunity to present their case, 
but this was not asked for in due order. 
In the past there have appeared on our 
prograin Mr. Lowden, who I think will be 
accepted as an outstanding representative of 
the agricultural relief viewpoint; Mr. Mere- 
dith, former Secretary of Agriculture; Dean 
Russell, of the Wisconsin Agricultural Col- 
lege; Secretary of Agriculture Jardine, and 
other outstanding leaders in agricultural 
thought. If there had been suggested to us 
a competent speaker for this field for the 
program of the present convention, we would 
have been glad to have placed him on it, 
but our program has long been completed 
and in type, and there was no way to do so 
under the conditions presented.” 


HERE are “tremendous opportunities” 

for improving the agricultural conditions 
of our farmers by more efficient farming 
that will reduce the cost of production, 
Dan H. Otis, director of the commission, 
stated. He presented figures showing that 
it costs some farmers three and four times 
as much as others to raise the same staples. 

“We have been collecting some informa- 
tion as to the cost of producing the leading 
staple crops in the various states,” he stated. 
“We find, for instance, that the cost of 
producing wheat in Kansas varies from 


49 cents to $1.92, a difference of $1.42 per 
bushel. In a similar manner the cost of 
producing corn in Kansas varies from 37 
cents to 99 cents, a difference of 62 cents, 
In Illinois we find a variation of from 30 
to 80 cents, a difference of 50 cents. In 
Iowa we find figures showing a variation 
of from 15 to 75 cents, a difference of 
60 cents, or 500 per cent. 

“In Kansas oats varies from 44 cents to 
$2.43, a difference of $1.99 per bushel. In 
Colorado alfalfa varies from $8.56 to $18.45 
per ton, or a difference of 115 per cent. In 
the same states sugar beets vary from $4.32 
to $7.76, a difference of 79 per cent. Pota- 
toes, from 59 cents to $1.26, or a difference 
of 113 per cent. 

“In Colorado feeder lambs vary in the 
cost from $10.93 to $25.63 per cwt., or a 
difference of $14.70. In the conduct of 
ranges on the plains of Colorado rates on 
the investment vary from minus 28 per cent 
to plus 7.6 per cent. In the Montana ranges 
from minus 2.3 per cent to plus 11.4 per 
cent. In Illinois the cost of producing pork 
varies from $6.82 per cwt. to $17.16, a dif- 
ference of $10.34 per cwt. 

“We find that the costs vary very greatly 
with the yield or production per unit. In 
Arkansas a ten-bushel yield of wheat costs 
$1.59 per bushel, while a twenty-five-bushel 
yield costs only 80 cents per bushel, a dif- 
ference of 79 cents per bushel. In a similar 
manner a nine-bushel yield in Kansas costs 
$1.75 per bushel, while the nineteen-bushel 
yield costs $1.06, a difference of 69 cents 
per bushel. Corn in Kansas varies with a 
fourteen-bushel yield costing $1.30 to a thirty- 
bushel yield costing 56 cents, a difference 
of 74 cents per bushel. Oats in Arkansas 
varies from a fifteen-bushel yield costing 
83 cents to a sixty-bushel yield costing 26 
cents, a difference of 57 cents per bushel. 

“Clover and timothy ‘hay vary from a 
one-half-ton yield at a cost of $22.12 to 
a two-ton yield costing $8.25, a difference 
of $13.87 per ton. Cotton in Arkansas varies 
from a 100-pound yield at 30 cents per 
pound to a 300-pound yield at 13 cents per 
pound, a difference of 17 cents per pound. 

“Butter fat in Wisconsin varies from 200 
pounds per cow, which barely pays the cost 
of keep, to 400 pounds, that cost 27 cents 
per pound. 

“These figures indicate that there are tre- 
mendous opportunities for improving the 
agricultural conditions of our farmers by 
more efficient farming that will reduce thé 
cost of production.” 

In order to stimulate greater interest 
among the bankers, Mr. Otis suggested that 
the chairman of the agricultural committee 
of the one state that has done the most 
outstanding work in agriculture be invited 
to attend the Philadelphia convention of the 
American Bankers Association as the guest 
of the Agricultural Commission, with all 
expenses paid. The decision as to which 
state shows the largest net tangible results 
will rest with the Advisory Council of the 
Agricultural Commission. The plan of the 
contest was approved, with the understand- 
ing that details and methods of operation 

(Continued on page 378) 
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lVinsted Savings Bank, 

It’insted, Conn. Hogeg- 

n Bros., Architects and 

Builders. Indiana Lime- 
stone 


In Circle) Philadelphia 
Savings Fund (Branch), 
Philadelphia, Pa. Mellor, 
Meggs Howe, Archt- 
tects. Eatertor ts VA- 
RIEGATED Indiana 
Limestone; intertorSelect 
Gray Indiana Limestone 


N outstanding development in mod- 
ern architecture is the increased 

use of natural stone. Always the archi- 
tect’s choice where beauty and lasting 
qualities were the prime aim, now 


natural stone has become the preferred 


building material for all types of com- 
mercial structures as well. 

The natural stone most used for build- 
ing purposes is Indiana Limestone. 
This dense, fine-grained, light-colored 
stone is easily worked, yet is practically 
everlasting. 

Most of the finest stone buildings in 
America are of Indiana Limestone from 
the quarries of this company. 

The extent and central location of the 
Indiana Limestone Company quarries 


General Offices: Bedford, Indiana 


| 


LVow—They Build 
| for Beauty 


Because It’s Proved Beauty Pays! 


The business world has turned to Indiana 
Limestone because natural stone construc- 


tion is the best investment 


make possible prices that compare favor- 
ably with those of any other natural 
stone and even with those of substitutes. 

Prospective builders are assured a 
service on Indiana Limestone second 
to none. The Indiana Limestone Com- 
pany is a consolidation of 24 companies. 
With assets of over $46,000,000.00, it 
has facilities for handling any number 
of contract operations. 


Write for booklet 


We will gladly send an illustrated bro- 
chure, showing banks and other types 
of buildings. When you write, please 
tell us what type of building you are 
interested in. Address Box 776, Service 
Bureau, Indiana Limestone Company, 
Bedford, Indiana. 


Detailed view of beautifully carved en- 
trance, National Manufacturers’ Bank, 
Neenah, Wis. 


Executive Offices: Tribune Tower, Chicago 
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HE seat of our 
national wealth 
continues to be agri- 
culture. Agriculture 
is also the basis of 
community wealth. 
The progressive 
local banker builds 
local farming by pre- 
cept and example. 


INTERNATIONAL HARVESTER COMPANY 


of America 
606 So. Michigan Ave. ecsbennedl Chicago, Illinois 


Excerpts from a letter — 


one of a strong and practical series issued to farmer cus’ 
tomers by the First National Bank of Tahlequah, Okla. 


Dear Sir: August 30, 1927 


The officers and directors of the First National Bank of 
Tahlequah have always advocated diversified farming as 
security against crop failure. 


The primary aim of the farmers is not only to make a liv- 
ing for themselves but to produce crops in such quantity 
that a surplus may be raised and marketed hoping thereby 
to realize a profit. The major crops in Cherokee County, for 
the past, consist of wheat, oats, corn and cotton. These crops 
oftentimes pay, but more often they do not. This year we 
have seen disappointment to the oats and wheat grower and 
the outlook for cotton is about the most distressing that our 
farmers have ever experienced. Corn is about the only crop 
apparently that will yield anything like a satisfactory return. 


Some farmers may not be able to meet their store accounts 
this year due to the generally poor propects for cotton. From 
every indication the cotton crop is going to be the smallest 
in years although the price indications are encouraging. It 
is not too soon for each and every farmer in Cherokee County 
to consider seriously his situation and endeavor to make 
some plans that will enable him to hold on to his posses- 
sions. That is, keep such part of his live stock, especially his 
milk cows and young cattle, brood sows, and hogs, because 
they are the soundest and best investments on the farm. With 
abundant forage crops pf all kinds and perhaps the biggest 
crop of corn raised in years, the farmer with cattle and a few 
brood sows, properly handled, will turn into a prosperous 
condition in the near future. 


We unhesitatingly recommend the purchase of cream sep- 
arators even though you are milking but two cows. By doing 
this it will soon be discovered that cows are a paying invest- 
ment on the farm, affording food forthe family and will produce 
a cash income every week in the year. Then more milk cows 
will be added and full use of the cream separator realized. 


The First National Bank of Tahlequah is ever alert to aid in 
the development of this county and we shall deem it a pleasure 
to have you consult us at any time. We shall be glad of the op- 
portunity to lend every encouragement necessary in aiding the 
farmers of our county to get upon asound basis and to follow a 
safe policy. Very respectfully, D. O. SCOTT, President. 


McCORMICK-DEERING 


Farm Operating Equipment, Sold and Serviced Through 92 Company-Owned 
Branches and 13,000 McCormick-Deering Dealers in the United States. 


Mr. Roy Woodruff of Sullivan, Illinois, an enthusiastic power farmer, is substituting improved farm 

machines for hand labor wherever possible. He is shown at the wheel of the McCormick-Deering 15-30 

Tractor, which is hitched to a No. 8 power-drive McCormick-Deering Harvester-Thresher. This modern 

method of combined harvesting and threshing is saving the farmers 20 cents per bushel over the usual 
methods in the harvesting of grain. 


When writing to advertisers please mention the American Bankers Association Journal 
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National Bank Division 
(Continued from page 329) 


numerous towns and cities and rural dis- 
tricts in which there are national banks, but 
no other corporations with fiduciary powers 
where people wish to create trusts and ap- 
point executors, trustees and guardians. It 
is obvious, therefore, that national banks are 
in a position not only to carry fiduciary ser- 
vices into every nook and corner of the 
United States, but that the advantages of 
so doing will accrue alike to the public and 
to the banks. 

“Aside from the McFadden-Pepper Bill, 
no measures directly affecting national banks 
were given serious consideration by Congress 
in its last session. A number of measures 
were introduced, but not acted upon. Guar- 
anty of bank deposits, a topic which fur- 
nishes a great deal of political provender, 
was the subject of a number of bills intro- 
duced, but at no time threatened serious 
trouble. It goes without saying that the 
guaranty of bank deposits will always be 
a fruitful subject for ambitious politicians. 
Notwithstanding the fact that it has proved 
an entire failure in every state in which it 
has been tried, still it possesses that attrac- 
tive feature, which appeals to all mankind, 
of getting something for nothing at the ex- 
pense of somebody else. 


A New Safeguard 


sad iy this connection might well be men- 
tioned a proposal which, though in no 
sense a guaranty scheme, is thought of as 
possibly affording greater protection to de- 
positors in national banks. It emanated from 
Washington and was outlined in one of the 
well-known financial publications several 
months ago. It was given wide publicity and 
was suggested as a possible additional safe- 
guard for depositors. It would provide a 
fund of fifty millions of dollars, which would 
not be reduced at any time, to save weak 
banking institutions and to prevent failures. 

“Briefly summarized, but not worked out 
in detail, the idea advanced is that when the 
capital of a bank becomes impaired and the 
loss is not immediately made good, the 
comptroller’s office would close the bank, 
appraise the assets and dispose of such of 
them as are salable at par, borrow from the 
fifty million dollar fund a reasonable amount 
on the remaining assets and with the funds 
thus gathered pay off as large a percentage 
of the deposits as possible. The bank would 
then be liquidated in due course, the amount 
borrowed plus 6 per cent would be returned 
to the revolving fund, and out of the re- 
mainder of the assets the last of the cred- 
itors would be paid and the balance turned 
over to the shareholders. The theory is 
that were the comptroller permitted to step 
in at the first sign of impairment of a na- 
tional bank and before actual insolvency, the 
loss to creditors would be practically noth- 
ing. 

“The plan is not a guaranty, for conceiv- 
ably there might be instances in which the 
assets, even though taken immediately upon 
discovery of the impairment of the capital, 
would not be sufficient to pay all creditors. 
Apparenfly it is felt, though, that in prac- 
tically every instance the assets, together 
with the additional liability of shareholders, 
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would make possible full payment of all ob- 
ligations. 


Provision of the Fund 


atl fe question of securing the fifty mil- 
lion dollars has not been given much 
consideration, although it has been suggested 
that it might be obtained either from direct 
appropriation or through amendment to the 
Federal Reserve Act, making it possible for 
that amount to be taken from the surplus of 
the Federal Reserve System. It is not in 
any way proposed that the strong national 
banks should be made to pay for the pro- 
tection of the weaker members of the sys- 
tem. It is understood that the Comptroller 
of the Currency has not passed upon or given 
his approval to any plan of this character. 

“This proposition has been discussed by 
the Executive Committee of the National 
‘Bank Division, and there is considerable 
variance of opinion on the advisability and 
feasibility of the plan. I may say, however, 
that this committee, including your Presi- 
dent, recognizes the fact that any additional 
protection or safeguards which can be given 
to depositors in banks should be provided. 
Bank failures have been so prevalent and 
have resulted in such heavy losses during the 
past few years that bankers who are alive 
to the demands of the time all recognize that 
everything possible must be done to make 
deposits secure. A great advance has been 
made by the Comptroller’s Department in re- 
cent years in the examination of national 
banks, and the conscientious bankers of the 
country are devoting their efforts in every 
way possible to correct fallacious banking 
methods, but there is still room for improve- 
ment. 

“Another problem to which your Execu- 
tive Committee has been devoting some time 
and consideration is the proposition of the 
Treasury Department to reduce the size of 
paper currency. This plan provides for the 
reduction in size of all classes of currency 
except national bank notes, which are to be 
left in their present dimensions. The Execu- 
tive Committee has taken the position that 
this would produce a very cumbersome cur- 
rency. It would be extremely inconvenient 
and tedious to handle, and would operate 
against the popularity of national bank cur- 
rency on account of the disparity in size. A 
most.earnest protest has been filed with the 
Treasury Department against any change in 
the size of currency unless national bank 
notes are included. 


Discrimination Seen 


HE opinion has been advanced from 

some sources that the known attitude 
of the Treasury Department in opposition 
to national bank note circulation is one of 
the reasons why two sizes of currency are 
planned. National bank notes being larger, 
would undoubtedly become unpopular as a 
circulating medium and automatically be 
forced out of circulation. It must be recog- 
nized by national bankers that it is a matter 
of only a few years until all United States 
bonds available as security for national bank 
circulation may be retired.- The three classes 
of bonds which may be employed for that 
purpose are about six hundred million dol- 
lars of U. S. Consols callable in 1930;. fifty 
million of- U..S. Panamas due in 1936 and 
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twenty-six million of U. S. Panamas due in 
1938. All of the Panama bonds are callable 
at any interest payment date, and may be 
retired at any time. It would seem to be 
not an unreasonable request on the part of 
the national banks that during the compara- 
tively few years they are yet sure to have 
national bank circulation it be not unfairly 
discriminated against. 

“For a number of years banks have been 
confronted with gradually declining earn- 
ings. One of our problems, therefore, is the 
rehabilitation of our institutions to such an 
extent as to insure their continued exist- 
ence. This reduction in earnings is brought 
about largely by a supply of credit funds 
greater than the demand, and this, in ‘turn, 
is due in a great measure to the gradual en- 
croachment of our Government upon the 
business of lending money. 

“If our Government presumed to become 
a competitor in other lines of business to the 
same extent that it is now in actual compe- 
tition with banking there would be such a 
wave of protest as would cause our legisla- 
tor politicians to take notice and put an end 
to the constantly increasing practice of pass- 
ing laws to the advantage of certain classes 
of business and to the detriment of other 
classes. 


The Government’s Function 


66T is not the function of government to 

give special advantages to any groups. 
Rather it is the function of government to 
regulate the activities and practices of indi- 
viduals so as to give equal opportunity to all. 
The economic balance of our nation rests 
upon the success of individual effort, and 
each violation of that underlying principle 
makes the balance proportionately more dif- 
ficult to maintain. The common good is aided 
most by observance of the principles for 
which government was created, and I rest 
securely in the belief that with their guid- 
ance we cannot fail. 

“Now, as I approach the time for passing 
over to other hands the responsibilities of 
the presidency of the National Bank Divi- 
sion of the American Bankers Association, 
I experience a feeling of relief, and I con- 
fess also a feeling of regret. The presidency 
of this Division entails much work and sac- 
rifice, but it is not without its compensations. 
It has made me very happy indeed to have 
the opportunity to work with the whole- 
hearted and always reliable gentlemen who 
have assisted me, and to meet more fre- 
quently and become better acquainted with 
the staunch and generous members at large. 
Their interest in the work of the Division, 
and their contributions to the successes 
achieved call forth instinctively my highest 
praise and my warmest personal thanks. I 
can wish for my successor nothing better or 
more comforting than their continued good- 
will and support.” 


Tributes to Mr. Carey 


— to Mr. Carey as a banker and 
fellow citizen was paid by W. H. Harri- 
son, president of the Union National Bank 
of Wichita. Mr. Harrison said that Mr. 
Carey entered the banking business in Wichi- 
ta thirty-five years ago with a capital of 
$25,000 and three employees and when he 
died he had the largest bank in the State of 
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Kansas, with a capital of $1,000,000 and a 
surplus of $1,000,000. 

The Committee on Resolutions, consisting 
of W. C. Wilkinson of Charlotte, N. C.; 
H. J. Haas, Philadelphia, and R. E. Hard- 
ing, Forth Worth, Tex., submitted the fol- 
lowing tribute to Mr. Carey, which was 
adopted by a rising vote: 

“Tt is with unspeakable sorrow that the 
National Bank Division of the American 
Bankers Association, in annual convention 
assembled, learns of the death of its presi- 
dent, Mr. Charles W. Carey. His long ser- 
vice in the American Bankers Association, 
and in the National Bank Division thereof, 
made him a familiar and a popular figure at 
bankers’ meetings. His years of labor de- 
veloped for him a wide circle of staunch 
friends and acquaintances, who knew him at 
work and at play; to whom he became en- 
deared for his cordial and considerate man- 
er, but whose esteem he held chiefly be- 
cause of the earnestness of his efforts wher- 
ever directed, and because of the strength 
of his convictions. 

“The pages of American Bankers Associa- 
tion and National Bank Division history hold 
many evidences of the high character of Mr. 
Carey’s work and the accomplishments of 
those organizations bear the multiple im- 
press of the splendid service he gave. His 
contributions aided materially in attaining 
the goal set, and his genial manner warmed 
the atmosphere of the entire Association. 

“The officers and the entire membership 
of the National Bank Division mourn the 
passing of that noble soul, thankful, how- 
ever, that his example and the memory of 
his unselfish devotion to duty and his friends 
and to his ideals will strengthen our purposes 
and stimulate our loyalty to our trusts. 

“Resolved, That these resolutions be made 
a part of the minutes of the National Bank 


‘Educational 


ORE than $445,000 of the half-million- 

dollar goal for the Educational Foun- 
dation Fund of the American Bankers Asso- 
ciation, to be used in establishing scholar- 
ships in institutions of higher learning in 
the various states, has been paid or definitely 
pledged, according to the report of the 
Foundation Trustees 
made during the 
Houston convention. 
Only $60,542.75 is 
lacking to complete 
necessary funds to 
found these scholar- 
ships, and two 
months still remain 
to secure _ this 
amount. 

An analysis of the 
report shows that of 
the combined quotas 
of the states, $252,- 
375 has se- 
cured — $173,500 
from individuals, 
$50,000 from the 
American Bankers 
Association, $26,- 
844.50 the 


INITIATED OCTOBER 1925 


TOTAL RAISED 445.371. 
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Division, and that a copy of them be suit- 
ably engrossed and sent to the members of 
his family.” 

The Division heard addresses by H. C. 
Nicholson, vice-president of the Packers Na- 
tional Bank, Omaha, Neb., on “Bank In- 
vestments”; Thornton Cooke, president of 
the Columbia National Bank, Kansas City, 
Mo., on “Taxation—National Safeguards,” 
and M. H. Cahill, president of the Utica 
National Bank & Trust Company on “The 
Financial Statement—Its Purpose and Char- 
acter.” All of these are printed elsewhere 
in this issue. Melvin A. Traylor, President 
of the American Bankers Association, and 
Thomas R. Preston and Craig B. Hazelwood, 
First Vice-President and Second Vice-Presi- 
dent respectively of the Association, made 
brief talks in which they praised the work 
of the Division. 


Protest Currency Plan 


(ee setting forth the oppo- 
sition of national bankers to the pro- 
posal of the Treasury Department to reduce 
the size of currency and not of national bank 
notes was adopted. 

“A disturbing feature of the plan is that 
while all other notes are to be made smaller, 
national bank currency will remain un- 
changed,” the resolution read. “This must 
necessarily mean two sizes of currency in 
circulation continuously or the elimination 
of national bank notes in 1930 when the 
U. S. 2 per cent. Consols bearing the cir- 
culation privilege may be retired. One of 
these contingencies would be sure to arise 
with the. adoption of the Treasury Depart- 


ment plan, and both of them are looked - 


upon with a great deal of disfavor. 

“The reasons for opposition to the use of 
two sizes of currency are so obvious as to 
require no elaboration. Also, the elimina- 


tion of national bank notes is not called for 
by any sound economic or financial policy, 
On the contrary, there are numerous rea- 
sons why national bank currency should be 
retained. 

“The National Bank Division of the 
American Bankers Association, in annual 
convention assembled here, respectfully, but 
with a strong conviction of the correctness 
of its position, expresses its opposition to 
this plan and to any other plan which seeks 
to change the size of less than all of our cur- 
rency, or which contemplates the retirement 
of national bank notes.” 


The New Officers 


ITH the election and installation of 
the following officers, the Division con- 
cluded its session: 

President —E. A. Onthank, president, 
Safety Fund National Bank, Fitchburg, 
Mass. 

Vice-President—E. H. Sensenich, presi- 
dent, West Coast National Bank, Portland, 
Ore. 

Executive Committee for three years— 
First Federal Reserve District: E. S. Wolfe, 
president, First National Bank, Bridgeport, 
Conn. Fifth Federal Reserve District: 
Alan T. Bowler, vice-president, American 
Exchange National Bank, Greensboro, N. C. 
Seventh Federal Reserve District: Gwynn 
F. Patterson, vice-president, Indiana Na- 
tional Bank, Indianapolis. Twelfth Federal 
Reserve District: Arch W. Anderson, vice- 
president and cashier, Los Angeles-First Na- 
tional Trust & Savings Bank, Los Angeles. 
For term ending 1928—Sixth Federal Re- 
serve District: Robert Strickland, Jr., vice- 
president, Fourth National Bank, Atlanta. 
For term ending 1929—Eighth Federal Re- 
serve District: A. O. Wilson, vice-president, 
State National Bank, St. Louis. 


Foundation Fund Subscriptions 


American Institute of Banking, this being 
$1,844.50 more than their quota. Sixteen 
states have already overpaid their quotas, 
they being: Alabama, Arkansas, Connecti- 
cut, District of Columbia, Florida, Illinois, 
Maryland, Michigan, Mississippi, Nevada, 
New Jersey, New Mexico, North Carolina, 


AMERICAN BANKERS” ASSOGIATION 


EDUCATIONAL FOUNDATION FUND - 


TO BE SOMPLETED. DEC. 31% 1927 


_ SITUATION OCTOBER 26: I9 
QUOTA | kA 
+6060. 


174,000. 
HAWAIIAN 1S. 


How the funds have been subscribed ‘top the educational foundation 


| WASHINGTON 
WEST VIRGINIA 


Virginia, Washington, and Hawaiian Islands. 
The following nine states have paid their 
quotas in full: Arizona; Delaware, Idaho, 
Kansas, Minnesota, Louisiana, Oregon, 
Rhode Island and Utah. The eight states 
of Montana, South Dakota, Tennessee, Cali- 
fornia, Vermont, West Virginia, Wisconsin, 
and _ Pennsylvania 
have pledged their 
quotas in full. 
Seventeen states 
remain to complete 
their quotas. They 
are: New York, 
Texas, Ohio, Maine, 
New Hampshire, 
Indiana, Georgia, 
Oklahoma, Wyo- 
ming, Massachusetts, 
North Dakota, Colo- 
rado, Kentucky, 
Iowa, South Caro- 
lina, Missouri, and 
Nebraska. 

One hundred and 
seventy - four thou- 
sand dollars have 
been individual sub- 
scriptions. 


| 


= 
100 | NEBRASKA 
105 KANS. NEVADA 
100 KENTU 2.970. |NEW HAMPSHIRE 
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Shaw-Walker Card Ledger Desks at Second North-Western State Bank, Chicago 


The highest form of fire protection 
for your savings accounts 


.. “The highest form of fire protection ever built into 
a desk.” That’s what you get in the SHAW-WALKER 
Card Ledger Desk for savings accounts. 

For it is constructed with monolithic or poured insu- 
lation—the same as is used in SHAW-WALKER execu- 
tive safes. It is the only stock desk so insulated. 


The top—a solid piece of double-walled insulated steel 
— forms a perfect watershed and locks automatically 
when closed. In case of fire during the day, simply 
pulling the top down protects your ledger cards. At 
night you can leave them in this desk with the same 
feeling of security as though they had been 
placed in your permanent vault. 


“Built Like a 
Skyscraper” 


Houses 15,000 Ledger Cards in Less than 15 Square Feet 
of Floor Space. Extra capacity for growing savings depart- 
ments without increased space—ledger and signature 
cards at just the right height for the convenient and 
rapid handling of customers’ transactions—are among 
its other advantages. Used and endorsed by scores of 
prominent banks. 

Write for further information about the SHAW- 
WALKER Card Ledger Desk; and samples of modern 
ledger systems, machine or hand posted; also for a 
free copy of “MODERN BANK OPERATING METHODS”, 
a valuable new 48-page treatise on bank systems and 
equipment. Address: SHAW-W ALKER, Bank 

Department, Muskegon, Michigan. 


Bank Systems, Supplies, Furniture and Equipment 


When writing to advertisers please mention the American Bankers Association Journal 
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American Exchange 
Irving Trust Company 


NEW YORK 


Statement of Condition, September 30,1927 


RESOURCES 


Cash on Hand and Due from Banks . 
Exchanges for Clearing House 


Call L Commercial Paper and 


with Federal Reserve Bank 
United States Obligations 


Short Term Securities 
Loans due on demand and ere 30 days . 
Loans due 30 to go days . 
Loans due go to 180 days 
Loans due after 180 days 


Customers’ Liability for Acceptances (anticipated $2,126,326.00) . 


Bonds and Other Securities 
New York City Mortgages . 
Bank Buildings 


LIABILITIES 


Deposits . 
Official Checks 


Acceptances (including Acceptances to Create Dollar Exchange) 
Discount Collected but not Earned 
Reserve for Taxes, Interest, etc. 


Dividend Payable October 1, 1927 


Capital Stock 
Surplus and Undivided Profits ; 


$97, 582,637.35 
119,9915369.42 


150,754,168.07 
345700,356.66 


36,576,178.53 
96,667,316.67 
58,982, 396.87 
3773797 26.26 

8,140,261.15 


71584,431.78 
10,690, 191.26 
9,357,109.68 
39$445397-45 


$702,318, 541.15 


$549,401,637.29 
46,5 50,023.05 


395710,757.78 
1,217,718.74 
2,056,851.46 


I,1 20,000.00 


32,000,000.00 
30,261,552.83 


$702,318,541.15 
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Report of the Protective Committee 


By JAMES E. BAUM 


Deputy Manager American Bankers Association 


EVIEWING the work of the Pro- 
tective Department during the year 
ended Aug. 31, 1927, the Protective 

Committee finds that member banks kept 
close to their remarkable record of 1926 
in stopping daylight robbery, although re- 
newed activity by night burglars in the Mis- 
sissippi Valley and southwestern states, and 
bandit outbreaks in Missouri and Oklahoma, 
have spoiled an otherwise favorable report. 

Against the 112 daylight robberies and 
twenty-nine burglaries committeed last year, 
there were 114 holdups and sixty-two bur- 
glaries reported by member banks this year. 
This sudden return of the bank burglar did 
not materialize until the late spring and sum- 
mer, when forty-six of the sixty-two night 
attacks occurred. 

In contrast to this sharp increase in the 
number of burglaries, there is some com- 
fort in the fact that the loot taken in the 
twenty-nine attacks of 1926, namely, $122,- 
353, dropped to $113,042 in the sixty-two 
burglaries committed this year. Also, in the 
current year non-members, which total less 
than half the number of member banks, suf- 
fered 113 holdups, notwithstanding the fact 
that the Association membership embraces 
as many banks equally isolated and unpro- 
tected as are the non-members. 


F “misers arise early in the morning and 

burglars get up the night before,” the 
reawakening of the bank burglar sounds a 
warning against the continued use of old- 
fashioned, “soft” safes and vaults which 
are made obsolete by the torches, drills and 
explosives employed by the burglar of to- 
day. It is an open record, more so to the 
burglar than anybody, that these types yield 
readily to the yeggmen’s tools. Our inves- 
tigations also prove that nearly all the bur- 
glaries committed this year succeeded only 
against weak safes and vaults that had long 
since become obsolete for banking. Only 
modern equipment will baffle the bank bur- 
glar, as evidenced by the increased number 
of burglaries which were frustrated during 
recent years. 

With a continued reduction in forgeries, 
swindles and other paper frauds, the Com- 
mittee is pleased to note a reduction in the 
total number of crimes reported for inves- 
tigation during the past year. Our detective 
agents caused the arrest of 278 of the 420 
bank criminals apprehended during the year, 
135 of these being convicted and imprisoned. 
In addition, there were 130 convictions of 
prisoners who were arrested in the previous 
year, 

_ Gratifying as the results of the Associa- 
tion’s system of conducting nation-wide and 
relentless investigations have been in the 
pursuit of bank criminals, the Committee 
regrets to find a growing tendency on the 
part of the banks with insured losses to 
compromise ‘or relent in the prosecution of 
confessed criminals. If equally intensive 
measures toward prosecution were followed 
by the casualty and surety companies which 


underwrite the losses suffered from crimi- 
nal attacks, there would be fewer bank 
criminals at large and less inducement for 
the insured banks to settle by restitution, 
or otherwise condone the misdeeds of 
criminals. 

The spread of crime in this country war- 
rants no compromise in the prosecution of 
criminals, and the Committee deprecates the 
fact that the possibilities of salvage on an 
insured loss too often seem to determine 
the underwriters’ action in prosecuting those 
responsible for such losses. Unless the pros- 
pects for salvage are promising, it is not 
uncommon for the insurance companies to 
do little more than spread the loss among 
their co-insurers. 


T is generally recognized that adequate 

insurance coverage gives the safest form 
of protection against the hazards which are 
peculiar to banking, but over-indulgence or 
excessive reliance upon insurance for in- 
demnity of loss breeds negligence, and crooks 
thrive on the opportunities which negligence 
creates. _ Although this attitude of leaning 
upon insurance contracts as a cure-all for 
crime is as old as insurance itself, it not 
only continues to invite crime, but also vio- 
lates the principles of sound underwriting. 
Bankers have been no exception in adopt- 
ing this form of subsidizing crime as a 
business risk, and your Committee believes 
that the underwriters have the power of 
applying the best remedy, namely more in- 
tensive effort toward apprehending profes- 
sional criminals and stronger insistence upon 
their prosecution in strict accordance with 
the law. Believing that insurance protection 
should not be pitted against the prevention 
and punishment of crime, the Protective 
Committee would welcome prompt and suit- 
able action by the casualty and surety com- 
panies toward eliminating this evil, which 
seems to grow in proportion to the increased 
volume of insurance carried. 

As already reported at the spring meet- 
ing of the Executive Council, the Protective 
Committee approved the principles of two 
bills which were introduced in and expired 
with the Sixty-ninth Congress. They were 
designed to punish the transportation of 
stolen property and concealable firearms in 
interstate or foreign commerce. Uniform 
state legislation was also proposed by the 
Committee to (a) restrict the sale, posses- 
sion and use of concealable firearms and 
(b) lower existing barriers against the con- 
viction of criminal receivers of stolen prop- 
erty. Drafts of these bills were presented 
to, and approved by, the Federal and State 
Legislative Councils for the consideration of 
the Administrative Committee. 

For the past four years the Protective 
Committee has repeatedly pointed to the need 
of (1) modernized criminal laws and (2) 
greater efficiency, equipment and man power 
in the police work, including state-wide 
police, by the constituted authorities as be- 
ing the two outstanding needs in curbing 


crime. The practical value of these recom- 
mendations can only be measured by the re- 
sults in one state. With this program only 
partially followed in New York for one 
year, serious crimes have been reduced 50 
per cent. 


F the 227 daylight holdups of mem- 

ber and non-member banks this year, 
seventy-nine attacks, or more than a third 
of the total for the entire country, were 
directed against banks in but three states, 
California, Michigan and Kansas. Although 
the effect of lawmaking as a deterrent 
against lawbreaking is limited to the extent 
of its enforcement, hope may be taken from 
the fact that Michigan has recently passed 
sterner laws against the habitual offender, 
as have California and Kansas, where the 
penalties are more severe than in New York. 
Similar legislation has also been enacted in 
Indiana. 

Bankers must recognize that professional 
criminals have little respect for state boun- 
daries except as exits for escape. Their 
prison sense of humor is too keen to risk 
quick arrests and sterner punishment so long 
as other states provide more fertile fields with 
their easier laws and inadequate, disconnected 
means of enforcement. It is nothing new 
to find bank crimes more frequent where 
the resistance is weaker, and the remarkable 
progress of bankers’ vigilante campaigns in 
the central west, and modernized laws in 
other states, are merely signs of the times. 
Unless other states adopt similar measures 
of prevention, they can expect to suffer the 
reflex effect which speedy punishment else- 
where has upon criminals on the move. If 
example were necessary, the experience of 
banks in Missouri, Nebraska, Ohio, Okla- 
homa and Texas may be cited. These five 
states accounted for one-third of all the 
bank burglaries and holdups committed dur- 
ing the past year. 

From a nation-wide standpoint, as the 
Committee views the situation, the banking 
fraternity barely held the ground gained last 
year in its warfare against criminality. 
With its unusual strength in organization 
and equipment available to reduce, if not 
eliminate, the criminals’ advantage of sur- 
prise attack, bankers are in a position to 
progress faster in suppressing crime if they 
will but utilize the means at hand. 


The Directors’ Interest 

The Economic Policy Commission’s study 
of the causes of the bank failures, which is 
printed in this issue, refers to the great re- 
sponsibility of bank directors. JOURNAL 
articles will aid in sharpening the interest 
of directors in the affairs of their banks 
if every issue is placed at the disposal of 
each director. That is one reason why the 
Group Subscription rate was established. 
Send the JourNAL to the home address of 
each of your directors for a year beginning 
with this issue. 
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If you are now using or 
expect to use bookkeeping 
machines, you will find it 
advisable to consider care- 
fully the question of equip- 
ment. 

At your request, we will 
submit Kalamazoo Binder 
trays and their applica- 
tions, for your inspection. 
Write us. 


were specially designed for mechanical 
accounting, and where maximum re- 
sults are being obtained you will find 


“Kalamazoo” is a principal factor in 


securing the desired speed, ease and 
safety. 


LOOSE 
ACCOUNTING SYSTEMS 
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Exclusive Features 
that enhance Results 


Kalamazoo Binder Trays for mechanical accounting, like all other 
Kalamazoo devices, embody in their construction many exclusive 
features that mean better work and greater convenience. 


When the record is being posted, the sheets are in easy fingering 
position facilitating the location of affected accounts. A positive 
separation of posted and unposted accounts is provided to main- 
tain sheets in their proper order. 


When the record is posted only a few seconds are required to 
change it to a securely bound book, admittedly the best form of rec- 
ord for proving and checking. Compact, portable, neat, Kalamazoo 
Binder-Trays enable you to get the results to which you are en- 


titled and desire. 


This equipment is the result of careful analysis of the requirements 
by men who constantly maintain a contact with record keeping 
methods in all classes of business in all parts of the country. These 
men have back of them more than a score of years active experience 
in the development and application of the loose leaf method to 
the requirements of present day business. 


When you install “Kalamazoo” Binder Trays for machine account- 
ing, you can be sure that you are putting to work a device that 


KALAMAZO(} is entirely different from the ordinary loose leaf device—that differ- 


por nphs ence being apparent in the exclusive features which enable you to 


OF LOOSE LEAF i i i ini 
J I obtain maximum results with minimum effort and expense. 


KALAMAZOO LOOSE LEAF BINDER CO. 


Division Remington Rand, Inc. 
Factories at Kalamazoo, Mich., and Los Angeles, Calif. 


Sales Offices in Principal Cities 


ACCOUNTING SYSTEM 
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Era of Sounder Banking 
(Continued from page 322) 


how to make banking safe for all con- 
cerned. 

Several years ago the State Bank Division 
outlined a definite policy as to its activities 
in order that there might be a coordinated 
and successive line of endeavor which should 
be carried on until tangible results were ob- 
tained. 

Some of the direct banking problems 
requiring legislative action, to which much 
time and effort have been given by the Di- 
vision, are: 


Increasing the minimum capital requirements of 
banks to $25,000 (of the 2235 banks which have 
closed during the 1920-1926 period, 1486 were in 
towns of 1000 population or less, presumably with 
small capital equipment) 

Granting bank commissioners or banking boards 
sole power to charter new banks . 

Creating banking boards to act in an advisory 
capacity with the bank commissioner . 

Increasing the compensation of bank commission- 
ers, lengthening their terms of office to six years 
with power to appoint necessary deputies and exam- 
iners, and making the office non-political 

Empowering bank commissioners to take complete 
charge of and liquidate insolvent banks as distin- 
guished from liquidation through the courts 

Prohibiting, or limiting an officer or director of a 
bank from borrowing from his bank unless his col- 
lateral is first approved by a majority of the board 
of directors 

Making the issuance of worthless checks a mis- 
demeanor with specific penalties 

Urging uniform state bank legislation and greater 
efficiency in state bank supervision. 

All, or nearly all, of these subjects have 
been presented to bankers in pamphlet form 
during the past year and have met with 
appreciative response from all sections of 
the country. In carrying on the work, we 
have had the cooperation and active support 
of many of the bank commissioners. In 
one instance the bank commissioners of 
twenty-seven states ordered quantity lots of 
a pamphlet for distribution to the various 


state legislative committees. 


NE important factor of safety has been 

neglected by many banks in the past, 
and in many instances the neglect continues, 
and that is the diversification of loans. It 
is a violation of one of the fundamental 
principles of safe banking if the loans are 
not diversified. It is self-evident that if a 
bank lends all of its funds to one line of 
industry that it must suffer all the fluctua- 


Relief for Farmers 
(Continued from page 368) 


would be presented and considered at the 
Spring Meeting in 1928. 

What should be done to relieve the 
farmers in the flooded area of the Mis- 
sissippi Valley was discussed by L. L. 
Judice, vice-president of the Bank of 
LaFayette & Trust Co., of LaFayette, La. 
Mr. Judice maintained that the Federal gov- 
ernment, by its action, should make the re- 
currence of such a disaster on such a vast 
scale impossible, and that Congress should 
be further petitioned “to take over the river 
problem and to relieve the local tax-paying 
bodies who are in many instances unable 
properly to defend themselves, and must con- 
sequently expose others to flood disaster.” 

The Red Cross has done a great work 
in saving life and property and in helping 


tions attending upon that particular line of 
business. If conditions become bad in that 
line, the bank loans reflect it. To lend all 
of their funds upon the resources of their 
immediate vicinity seems compulsory upon 
many small banks in the rural districts, but 
no one can maintain, in view of our recent 
experience, that the practice is sound, and 
sound banking practice is one of the things 
most urgently needed. 

There is one underlying, fundamental rea- 
son why many banks fail and that is their 
inability to liquidate, the loans previously 
made. That is a bromide, and it is acknowl- 
edged as being such, but none can deny the 
truth of it. The trouble in some communi- 
ties is that many of the loans are not loans 
at all in the strict interpretation of the term, 
but rather adventurous advances upon the 
crops of the country tributary to the bank- 
ing location, which are repaid if, as and 
when the commodities are safely harvested, 
and profitably marketed. Otherwise, the bank 
extends the note and prays for better con- 
ditions the following year. It is usually 
not a difficult matter to weather one year 
of crop failure, or low prices, but a suc- 
cession of them is largely responsible for the 
high rate of bank mortality since 1920. It 
would lift a tremendous load, in times of 
stress, if all banks would carry something in 
the way of a secondary reserve. 

One difficulty, one contributing factor, to 
less cautious methods in the small com- 
munities, is the strife for business, and the 
bitterness and the jealousies which it en- 
genders. I am familiar with more than 
one situation where the local bankers have 
not spoken to each other for years, and 
where, as a matter of so-called principle and 
established custom one bank is against every- 
thing the other bank is for. 


F all trades, callings or professions be- 

tween the members of which there 
should be mutual confidence and respect and 
a willingness to assist through an exchange 
of information, there is none in which these 
things are of greater consequence than in 
the banking business. Were this done, in 
many instances duplication of borrowing, 
and consequent losses would be avoided. I 
am emphatically for the organization and 


the poor and the small farmer, he said, but 
something must be done to rehabilitate the 
destroyed property of the landlords, to re- 
establish the credit of the merchant who has 
lost his advances, and to set up the values 
of the collateral held by banks in the flooded 
territory, he added. The key to this situa- 
tion is with the bankers of the flooded areas, 
Mr. Judice stated, but he explained that 
while they must take up the work when 
the Red Cross leaves off, they face a timid 
correspondent, and their paper has deterio- 
rated in value. 

“Personally,” he told the commission, “I 
believe that it is the duty of Congress to 
come to the relief of the submerged and 
especially of the agriculturist when his dis- 
tress is such as to threaten the welfare of 
the state. A revolving fund placed in the 
hands of the Treasurer or the Federal banks, 
to be loaned on a long term at a nominal 
rate of interest to banks which are carry- 


maintenance of county or regional clearing 
houses, and I hope each one of you will en- 
courage the movement wherever and when- 
ever possible. It may surprise some of yoy 
to know how many of your customers are 
borrowing from other banks. I think the 
record is held by one bank customer who 
borrowed from seven different banks with- 
out his activities being disclosed until a 
county clearing house was established. Then 
the interested banks got together, bestowed 
the championship belt upon the individual, 
took their losses, and were‘unanimous for 
an interchange of information thereafter. 

There is another thing which I would like 
to suggest for your consideration and that 
is the segregation of savings deposits. Each 
and every depositor is entitled to, and should 
enjoy, the same protection. Is there any 
difference in the object and purpose of a 
Savings account, no matter where deposited? 
The mutual savings bank carries on its 
business under the most rigid restrictions as 
to the character of its loans and investments, 
These restrictions were devised for the pro- 
tection of the depositor who was visualized 
as a person of small means, accumulating 
by dint of sacrifice a reserve for protection 
against old age or disaster. Few, if any, 
restrictions are to be found in the vast ma- 
jority of banks which today are accepting 
savings deposits. The sole restriction re- 
maining in many cases, that of notice of 
withdrawal, is for the protection of the 
bank, and not the depositor. We should not 
be permitted to mingle savings deposits with 
demand deposits, and lend them for com- 
mercial purposes. We should segregate sav- 
ings deposits from all other deposits, de- 
scribing the loans and investments for such 
funds, and give a first lien to the depositor 
upon these segregated assets. 

It has happened in the case of a number 
of failed banks, that commercial depositors, 
being in closer touch with conditions, have 
largely withdrawn their deposits, leaving the 
savings depositors to bear the greater por- 
tion of the loss. Moreover, a bank in diffi- 
culties and striving to keep going, could, and 
usually does, demand notice of the savings 
depositor while it uses its best and most 
available assets to meet the withdrawal of 
demand depositors. 


ing the load, safely margined, would not be 
a radical departure, as there is a precedent. 
Banks receiving money in turn would carry 
the debtor on the same terms and have 
ample facilities to finance further efforts. 
In less than ten years every loan would be 
repaid. The flooded regions would start 
forward with a rebound because conditions 
warrant better crops, and the intelligent, the 
adventurous, the able would remain at their 
post of duty and make the country flourish. 


HE interests of the cotton planters would 

be best served if they would grow the 
one best variety of cotton—a longer staple 
cotton—and then pool it so that the buyers 
would be willing to pay a market price for 
that particular variety, C. H. Alvord, Di- 
rector of Extension for Texas, College Sta- 
tion, Tex., told the Agricultural Commis- 
sion. 
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May the Friendships of October 
Grow Stronger Through 
the Years 


IF THE THOUSANDS of delegates to the A. B. A. 
Convention -enjoyed Houston as much as 
Houston enjoyed meeting and entertaining 
them, then the Texas Gulf Coast Metropolis 
believes that the great financial gathering was 
indeed a success. 
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Houston, honored by the acceptance of her 
invitation by so many of the nation’s financial 
leaders, is the better for the bankers’ visit. 


The new friendships, the broadening con- 
tacts, the helpful thought stimulated by the 
gathering together of so many of the keenest 
financial minds in the United States, has left 
its lasting impress on the South Texas center 
—an impress which Houston sincerely hopes 
will be broadened and deepened by the ever 
continued friendship and interest of those who 
were her guests in October. 
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First NATIONAL BANK NATIONAL BANK OF COMMERCE SoutH Texas COMMERCIAL 
GUARANTY NATIONAL BANK SAN JActnto Trust Co. NATIONAL BANK 
GUARDIAN Trust Co, SEAPORT NATIONAL BANK StaTE NATIONAL BANK 
Union NATIONAL BANK 
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our service. 


HAMILTON NATIONAL BANK 
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T. R. PRESTON, President 
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Gold Bricks 


(Continued from page 337) 


with the investor’s money, and it is this fact 
that gives rise to the axiomatic principle that 
“the client of a bucket shop loses coming 
and going.” 

The reason is simple. If the stock mar- 
ket goes down, the investor’s margin is wiped 
out, and he loses. If the market goes up, 
the bucket shop operator, having failed to 
purchase the security for the customer’s ac- 
count, is unable to produce the stock or the 
money, is caught “short,” and usually takes 
the bankruptcy or receivership route, and 

the investor loses again. 


A “Boiler Room’’ Case 


|= phone room or “boiler room,” as it 
is known in stock jobbing parlance, pre- 
sents a most interesting study in human psy- 
chology. I happened to be in one of our 
large office buildings one day, and while 
going through the corridor I noticed an 
interesting thing on the door of one of the 
corner rooms. A name there attracted my 
attention. Now, stock promoters are psy- 
chologists of the first water. A promoter 
never uses such a name as “Blatz.” This is a 
harsh gutteral Gothic name likely to jar 
the delicate sensibilities of victims when 
talking to them over the phone. If he should 
call you on the phone and say, “This is 
Blatz talking,” there would be a certain sales 
resistance built up. And so the stock pro- 
moter deals in French and Latin names; 
soft smooth names that soothe the ear and 
thwart our suspicions. So the soft, pleas- 
ingly smooth name I noticed on the office 
door appealed to me, perhaps, as a possible 
case to look into. 

Below the name was listed twelve cities 
in which this institution was presumed to 
have offices. I made a thorough search of 
our files and yet the company could not be 
found. Neither could I find branch offices 
of this firm in any of the cities listed. I 
went across the street into another office 
building, and I asked a friend of mine, who 
is an attorney, with offices on the same floor 
as the concern whose name had caught my 
eye, if I could sit there for a few minutes. 
He told me that I could. 

There was a very interesting and unusual 
condition in the office opposite. Every win- 
dow was closed. It was in the middle of 
August. The blinds were drawn from the 
top of the windows to the center, and from 
the center of the windows to the sills there 
were hung heavy green curtains. I asked 
my friend if I could come back the next 


Dominant Trends 
(Continued from page 335) 


times is seen in the fact that our banks are 
devoting a lot of time to the education of 
their customers in everyday banking. This 
movement is certain to serve a good purpose. 
A large majority of persons who break the 
rules of our banks or who experience diffi- 
culty in transacting their banking business 
according to the banker’s demands, do so 
because either they do not know what their 
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day. He said, “You are up to something. 
I do not know what it is, but I guess it is 
all right,” I said, “You see those green 
curtains?” He said, “Yes, I do.” “Well,” 
[ replied, “I believe there is something in- 
teresting behind them.” I told him to let 
me come back for a couple of days. He 
consented, and so I came back the next day 
and the next. 

On the third day, while sitting in his office 
and looking out of the corner of my eye, 
I discovered what I had anticipated. One 
of the chaps in that office had become warm, 
as individuals are apt to do in the summer 
time, and raised the window. The gentle 
breezes wafted off the Mississippi River, 
coming into that building parted those cur- 
tains, and in-looking through those curtains 
I saw just exactly what I had expected. 


A Glimpse of the Workmen 


HERE, in a little room, not larger than 

15 feet by 30 feet, there were crowded 
fifteen men at little desks. They were 
dressed in their undershirts, having over 
their heads what we radio fans call a head 
set, and before them the inevitable sucker list 
cards. That is a phone room, or, as the 
stock jobbers would say, a “boiler room.” 

The result of our investigation showed 
that those promoters came down from Chi- 
cago to unload on St. Louis and its environs 
a goodly portion of a worthless bond issue 
of a million and a half dollars issued on a 
defunct railroad over in Indiana. 

The second phase of the subject “Gold 
Brick Financing” is more hopeful. To me 
gold brick financing, which is nothing but 
extracting money from the gullible investor 
through the employment of various “types 
of fraud,” also contains the potentiality of 
offering the exact protection that will pro- 
tect these selfsame victims from this highly 
organized system. 

The Better Business Bureaus scattered 
throughout the country proceed on that 
premise. The slogan is “Get the Facts,” 
“Before you Invest—JInvestigate,” and 
“Know Your Broker or Banker.” Backing 
up these slogans is a tremendous volume of 
publicity and educational matter that has as 
its purpose the educating of the public to a 
recognition of the type of fraud, or, to the 
realization, through innate suspicion, that 
the scheme presented is such as to warrant 
an investigation through their banker, broker 
or any other business institution in whom 
they happen to have the necessary confi- 
dence. 

“Gold Brick” immediately conjures in one’s 
mind the thought of a slick scheme—an at- 
tempt to get money by unfair means. “Gold 
Brick” has become generic. It envisions a 


bank requires of them, or they do not know 
the correct way to do the things demanded 
of them. Recognizing this fact, our bank- 
ers are devoting more and more of their 
time in imparting to their customers a bet- 
ter understanding of what is good banking. 

Another tendency is for banks to take a 
deeper interest in educating their employees. 
The whole-hearted support which our banks 
are giving to the American Institute of 
Banking and to the Educational Foundation 
is a good example. At no previous time in 
the history of banking have bank officials 
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“type of fraud” rather than a particular in- 
dividual or a specific company. 

In so far as that type of fraud is con- 
cerned, one is protected. He does not need 
a Better Business Bureau to inform him of 
that particular fraud. He will not need the 
Post Office Department or the Prosecuting 
Attorney to prosecute the criminal after the 
deed is done. The name of the individual 
presenting the scheme is immaterial. The 
name of the company he presents is of no 
moment. It is the knowledge of the “type 
of fraud” that has saved one’s hard-earned 
dollars. 


The Practical Solution 


| that the theory is sound, and 
that it presents the real, practical solu- 
tion of diverting into the legitimate channels 
of trade these millions of dollars that find 
their way into the pockets of the unscrupu- 
lous. Money thus diverted goes into the 
purchase of necessary commodities, into the 
establishment of savings accounts, into 
worthwhile investments and other stable 
projects and commodities that build commu- 
nities and assure prosperity. 

To the person who has been educated to 
a complete knowledge of the “free lot” 
scheme, that scheme offers no opportunity 
for exploitation. When the “suit club” is 
fully explained to its potential victims, it 
offers them no terrors. 

Crooks cannot sell people who ridicule 
them or who listen to their stories with sus- 
picion. It is this principle that has caused 
American business—retail, wholesale, man- 
ufacturing and financial—to establish these 
Better Business Bureaus throughout the 
country. The legitimate merchant, manufac- 
turer, banker and broker is removing from 
his own household those things that might 
destroy confidence in his own institution. 
He relinquishes some of the old customs, not 
always because they are fraudulent or de- 
signed to deceive the customer, but because 
they have a tendency to create apprehension 
in the mind of the consumer. He knows that 
where there is apprehension, doubt or sus- 
picion—the sales resistance increases and that 
his business suffers. 

It has been well said that “suspicion is the 
consumer’s natural defense against exploita- 
tion.” When this innate quality of suspicion, 
inherent in every human being, is provided 
with the necessary definiteness through edu- 
cation, when it is directed against the foes 
of honest financing; then the same knowl- 
edge of gold brick financing, of “types of 
fraud” financing, that enables the stock job- 
ber to get his billion dollars a year from the 
American public, can be used to protect 
their victims against this annual loss. 


taken so deep an interest in the education of 
their employees as they are taking today. 
The signs of the times point to a period of 
intensive education, not only behind the 
bank counter but in front of it as well. 


Encouraging Boys and Girls 


a OTHER tendency on the part of banks 
is to show a higher regard for the part 
the American boy and girl play in banking. 
The boy or girl of the future is not to be 
regarded as a nuisance in our bank lobbies 
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as is the case today in many banks. Bankers 
are pushing school savings as never before 
as a means of acquainting the American 
youngster not only with thrift and the 
value of money, but also as a means of ac- 
quainting him with our banks and with 
banking methods and practices. They are 
helping our farmer boys with their pig 
raising clubs and their corn growing clubs. 
Bankers are holding oratorical contests, es- 
say contests and letter writing contests as 
means of interesting youngsters in banking. 
Tn fact, one of the signs of the times is for 


But One Way 


(Continued from page 338) 


whether the sale of ranges, gas, or coke 
should be promoted; the railroad desires to 
expand its service—shall it be passenger, 
freight, or express? 

As far as the bank is concerned, the de- 
termination of department costs is fairly 
simple. It is also true that the factors that 
enter into these costs are just as stable as 
in most other businesses. Having obtained 
the cost of maintaining a savings depart- 
ment, the investment return is as open as a 
book. The banker can reach a_ broader 
market than the farmer or the merchant. 
As a matter of fact the market for capital 
is the broadest of all markets and the ad- 
justment of the capital supply to the capital 
demand is probably more nearl; in equili- 
brium than that of any other commodity. 
The banker cannot complain about the elu- 
sive factors and unstable conditions of his 
business. Some bankers feel that cost com- 
petition is more intensive in banking than 
in other business lines. This conclusion is 
also doubtful but it must be recognized that 
competition is a very substantial factor, even 
in banking. 

Banks are subject to several kinds of 
competition. 

In the first place, there may be competi- 
tion in service. It should be remembered 
that two businesses can maintain the same 
price level and stili compete violently in 
giving away many services. This brings us 
close to the problem of the service charge. 
However, there is this distinction relative to 
the unusually small checking balance. When 
no charges are made regardless of the check- 
ing balance, the better accounts are dis- 
criminated against. It is not unlike the dis- 
crimination which takes place when cash 
customers in a grocery store pay the same 
prices as time customers. There is one more 
comment about the service charge, which is, 
that the opposition to it is not so much the 
desire to serve the community as the fear 
of diminishing the total deposits. This is 
an attitude that one frequently meets, name- 
ly, the desire to increase business regardless 
of the unit cost. Here is an instance where 
diminishing volume of business would be 
accompanied by a lower unit cost. 

In the second place, banks may compete 
for the product which they deal in, namely, 
deposits. This is accomplished by an inter- 
est rate on long time accounts. Banks can 
enter into a bidding contest for savings the 
same ‘as steamships or railroads may bid for 
passengers and freight. The only difference 
is that in one case the competition takes 
place by increasing the rate, and in the other 
by lowering it. Either business offers the 
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banks to extend a helping hand to the Amer- 
ican youth instead of regarding him as too 
inconsequential to command their attention. 

Briefly summed up, the signs of the times 
give assurance that banking is approaching 
a period of great improvement. Never be- 
fore have there been so many constructive 
banking movements under way at one time. 
Not only are these forces constructive but 
they are sound. They make for stronger 
banks; for more efficiently operated banks; 
for banks offering a wider service; for bet- 
ter understanding of banking behind the 


same opportunities for disregarding sound 
business principles and for prostituting pro- 
fessional standards. Competition for de- 
posits may take the form of too many banks 
in a given community. A large percentage 
of the 3000 bank failures during the past 
six years resulted from the establishment 
of banks in places where they were not 
needed. Every business must have a mini- 
mum turn over before it can be successfully 
conducted. Needless to say, banking, when 
it fulfills its responsibilities, rests upon sane, 
conservative business policy. There is no 
place for eliminating competition in the 
banking field. 

In the third place, banks may compete for 
loans. This can be done by variations in 
the loan rate or by the acceptance of undue 
risks. Should it once more be brought to 
the attention of bankers that, for the most 
part, they are not loaning their own capital 
but rather the funds of other people? How- 
ever, the competition in making loans is 
minimized where the investment opportunity 
is standardized by security rates. It must 
always be borne in mind that the market 
price for what the banker has for sale, that 
is, credit, depends upon supply and demand. 
The banker has to do with the market equa- 
tion, one side of which consists of the entire 
capital supply, and the other side being made 
up of the demands for these funds. He also 
has to reckon with the long ‘run fact that 
interest tends to decline rather than to in- 
crease. This is an inverted ratio to the law 
of rents. 


Banking Costs Have Doubled 


OR more than twenty-five years the costs 

of doing business have increased. Bank- 
ing costs offer no exception to the rule. It 
is probably safe to say that in twenty-five 
years, banking costs have doubled, and the 
many items have tripled. One of the best 
authorities on banking costs in the United 
States has this to say: “Deposits are no 
longer the principal source of profit, or even 
of income to the average small bank. At 
least 90 per cent of the general overhead 
and other expenses incident to bank manage- 
ment is traceable to the handling of deposit 
accounts. The expense of operating these 
accounts during the past twenty-five years 
has more than doubled. The income, on the 
other hand, is the same, or less than it was 
twenty-five years ago.” 

In years past, many banks built up a 


strong surplus which makes it possible for 


them to live “on their own fat.”” Such banks 
are in a position to dictate the terms of 
competition. This makes it difficult for the 
newer institutions to compete, since the net 
return upon deposits is too small to build 
up a strong surplus and undivided profit ac- 
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counter—outside the counter; for closer al- 
liance with the American youngster; for 
greater thrift through wise spending; for 
greater thrift through systematic saving: 
for greater respect for the banking profes- 
sion. 

If I read the signs of the times correctly, 
there is every reason to believe that banking 
in the United States is on the verge of a 
great advance—that in the future our banks 
will be greatly strengthened and their ser- 
vice improved, as the natural result of the 
many constructive movements under way. 


count. This may be illustrated: Let us as- 
sume that Bank X has a surplus and profit 
amounting to $3,000,000. It has deposits of 
$15,000,000 and pays 4 per cent interest. 
The $3,000,000 surplus and profit account 
was built up over a long period of years 
when overhead expenses were low and in- 
terest on investments relatively high. We 
will further assume that this bank employs 
twelve clerks and three active officers. The 
$3,000,000, invested in first mortgages and 
sound bonds yielding 5 per cent interest, 
will yield $150,000 a year. If each of the 
twelve clerks receives $3,000 and each of the 
three officers received $10,000 a year, the to- 
tal expenses for salaries will be $66,000, 
leaving the ample sum of $84,000 to take care 
of the rest of the overhead. Probably, salaries 
have been figured too high, for, as a rule, 
they do not amount to more than 20 per cent 
of the gross earnings. The result is that 
these figures may be looked upon as con- 
servative. Bank X is now in a position to 
loan the $15,000,000 of deposits at 4 per cent, 
and still be able to pay 4 per cent to the 
depositor. In other words, the deposits do 
not pay their way. The bank is in excellent 
shape, however, due to the large surplus 
and profit account. Needless to say, it would 
be difficult for any bank that had been estab- 
lished during the past few years to compete 
with Bank X. Probably such banks may be 
found in large numbers throughout the en- 
tire United States. They have become in- 
tra-marginal due to surplus and profits; if a 
mutual savings bank, the depositors receive 
a high interest return, rather than a good 
profit; if a savings bank, in the general 
sense of the term, the stockholders sacrifice 
a return in order that the depositors may 
have the benefit of a high interest rate. 

One of the chief problems in banking to- 
day is competition. And, we may add that 
oftentimes it is the unintelligent kind. 
Strange to say, as high-grade a man as the 
banker is, he does not, as a rule, analyze his 
costs of doing business. It is not enough 
simply to analyze the cost of carrying in- 
dividual accounts; the entire business of the 
bank should be analyzed in order to deter- 
mine if the deposits are paying for them- 
selves. This is the first step in the estab- 
lishment of a reasonable interest rate. 

There is but one way to meet the problem 
of cut-throat. competition and that is by co- 
operation. Business and the public reap no 
benefits from ruinous competition. It is the 
road that leads to oversupply, depressions, 
chaos, and unemployment. The problem is 
entirely in the hands of the business man. 
The solution rests in enough cogperation to 
avoid the evils of unreasonable elimination, 
but not so. much as to discount ,administra- 
tive progress. ns 


~ 
* 


November, 1027 AMERICAN BANKERS ASSOCIATION JOURNAL’ 


"Lesh SAVES T- OF. 


reasons why 


BANKERS 
prefer | 
GILBERT SAFETY PAPER 


1 Readability The even pattern of color of Gilbert Safety Paper 
makes it perfectly legible and reduces eye strain. 


2 Double Safety Gilbert Safety is made with surface color for 
Feature erasure and chemical reaction to ink eradicator, 
producing a brown stain on application of an 

alkali and a blue stain upon application of acid. 


3 Rag Content The rag Content in Gilbert Safety assures a 
tougher and at the same time more flexible check 
than where the paper is made entirely of wood fibre. 


4 Colors Gilbert Safety is available in six attractive shades 
of color and white, making possible a wide range 
of choice in the use of color in checks. 


5 Flexibility in Gilbert Safety because of its patternless surface 
Printing can be pantographed or can be used plain and 
on its plain surface all lithography comes up 
clearly and distinctly and produces a bright and 
attractive check. 
MANUFACTURED BY 


GILBERT PAPER COMPANY 


Menasha ~ Wisconsin 


GILBERT PAPER CO. 
Menasha, Wisconsin 
Please mail me a copy of yo 
Sample Book. 


ur Gilbert Safety Paper 


Name 


Address 


When writing to advertisers please mention the American Bankers Association Journal 


Y 

Y | 

| 

Y | 

V 

| 

D 

Y 


AMERICAN BANKERS ASSOCIATION JOURNAL 


First National Bank 


Cincinnati, Ohio 


4 
t 
4 
1 


Investments 
Trust Department 
Commercial Banking 


Capital and Surplus over Ten Million Dollars 


When writing to advertisers please mention the American Bankers Association Journal 


November, 1927 

4 
4 

4 

Y 
WNATIONAI 
~ 


November, 1927 


AMERICAN BANKERS ASSOCIATION JOURNAL 


385 


Modifying Mortgage 
(Continued from page 356) 


proceeds passed to their earnings account. 
In the ‘meanwhile the banks are deriving 
some income from their holdings, and often 
are able to dispose of farms at a profit. 
The Joint Stock Banks are allowed to carry 
acquired lands. at a reappraised value, but 
never more than the amount of the orig- 
inal loan, They employ experts to manage 
acquired farms and on the whole have been 
sucessful in maintaining values. Both sys- 
tems of banks, having no demand obliga- 
tions, their chief obligations being long term 
bonds covering a period of years in which 
agriculture usually recovers from periodic 
depression, are in a position to handle such 
assets in a way possible with no other 
mortgage loan institutions. 

In the operation of these lands banks, the 
chief question of interest to the public 
at large is the matter of security for the 
great bond issues in the hands of investors. 
There is in fact no occasion to question the 
soundness of any of these obligations. The 
worst that could reasonably be anticipated 
in the embarrassment of any land bank is 
a failure of dividends and possible impair- 
ment of capital with either of which events 
bond holders have little concern. The bonds 
of the Federal Land Banks enjoy a bet- 
ter market than those of the Joint Stock 
Land Banks probably largely because of 


Trust Company Division 
(Continued from page 340) 


you and think that you are on the job 
and know how to draw trust agreements, 
because you are using their language. 

“I would also suggest to you, gentlemen, 
that you put your own house in order. 1 
do not know how many of you have trusteed 
properties and made all these arrangements 
that you are proud of, that you are willing 
to show to your customer when he comes 
in, but it would be my suggestion that you 
think in those terms and be proud of the 
estate, because that is indirect selling.” 

“It so happens that I am chairman of the 
Committee on Education of the National 
Association of Life Underwriters,’ said 
Mr. MacLaughlin. “I took occasion in my 
report to stress the fact that education was 
needed in life insurance home offices to sup- 
port the proposition that the functions of 
life underwriters and trust company officers 
are complementary and not competitive. 

“Another thought is in a telegram from 
the president of our association, instruct- 
ing me to say to you that we have a con- 
tribution as the National Association of Life 
Underwriters to the bankers in having se- 
cured a ruling from the Comptroller of the 
Currency, removing some inhibitions upon 
you bank and trust company officers in the 
matter of taking life insurance on your 
officers and employees in favor of the bank. 
You may now go as far in that important 
activity as you see fit. ‘You have the same 
privileges that the ordinary industrial offi- 
cials have with regard to insuring your 
officers and employees. That is a proposi- 
tion, a ruling, that was secured by the 
Association of Life Underwriters for the 


the unity of the system and the fact that 
all bonds of these banks in practical effect 
are supported by the united assets of all 
the banks. On the other hand, there is no 
reason to question the ultimate security of 
the bonds of the Joint Stock Banks, even 
those banks whose general condition has 
been brought into question. 

Considering the volume of business that 
has been transacted, the highly critical ag- 
ricultural depression through which the 
country has been passing, and the very 
problem of many commercial banks in the 
parts of the United States most directly af- 
fected, the mistakes made by all of these 
farm loan institutions have been remarkably 
few and of comparatively small consequence. 
Actual losses under the circumstances have 
been small and have been promptly cared 
for by earnings. No bank in either system 
so far has failed to promptly meet every 
obligation. Moreover, whatever mistakes 
may have been made in the past are grad- 
ually corrected by the amortization system 
and the fact that the obligations of these 
banks, as well as their mortgage loan assets, 
are spread over considerable time—thirty 
years or more, most of them—enables them 
to save themselves during depression and 
recoup losses in periods of prosperity. 

In forming judgments as to these insti- 
tutions and in all estimates of the value 


‘of their securities, it must be understood, 


first of all, that, while they are termed 


benefit of you bankers, giving you more 
freedom.” 

President Fox announced with regret the 
resignation of LeRoy A. Mershon, Deputy 
Manager, Trust Company Division, to take 
effect May 1. 


Naming Depositories 


OHN C. MECHEM of Chicago dis- 

cussed the growing practice in the issu- 
ance of corporate bonds of naming as the 
depository for interest, sinking fund and 
principal payments an agent other than a 
trust company and offered a resolution, which 
was adopted, placing itself on record against 
the practice. 

President Preston, the retiring President, 
Mr. Traylor, and First Vice-President 
Hazlewood addressed the Division during 
its session. In the course of his remarks, 
Mr. Traylor said: 

“All of us realize that as time goes on 
and the use of corporate trustees, executors 
and administrators becomes increasingly 
popular, our duties are multiplied and made 
infinitely more complex. The trust depart- 
ment is a service department. It has noth- 
ing else other than service to sell. If there 
is any commodity more difficult to merchan- 
dise than that of service, even a service in 
which we are well and familiarly versed, 
and the details of which we are thoroughly 
acquainted with, than a service that is based 
upon a matter in which we are not thor- 
oughly versed, as is inevitably the case in a 
trust department where you are likely to 
be left the administration of anything from 
an oil well to a traveling menagerie with a 
circus, I don’t know what it is. 
men. in our trust departments for those 
responsible positions is the most difficult 


To train - 


“banks”: in- the laws constituting them—we 
borrowed the tail along with the hide from 
Europe—they are banks in no real sense 
of the term. They are prohibited by law 
from receiving any deposits except from 
member-borrowers and from the govern- 
ment. They have no demand or short term 
obligations. They perform no banking ser- 
vice and have no banking responsibilities. 
Their business consists solely of raising 
money by the sale of bonds and loaning such 
money to actual farmers on farm mort- 
gages. They are not only mortgage loan 
companies, rather than banks, but they are 
mortgage loan companies whose business is 
restricted by law to agriculture. 

It naturally follows that a reasonable 
amount of farm real estate can be found 
in the assets of these concerns as a mat- 
ter of course. Farm land is the security 
contemplated by law as the basis of their 
business. They can ordinarily have no other 
security assets than farm lands or collateral 
taken to strengthen a farm mortgage loan. 
In no line of banking or money lending are 
all debts paid promptly and fully. When 
debts due the farm banks are not paid— 
through misfortune, incompetence, or wrong- 
doing, as happens with commercial banks 
in other lines—land must be taken. 

After all, in view of the conditions 
through which agriculture has been passing, 
it is remarkable that these concerns have ac- 
quired so little real estate. 


problem we have. I can speak on that from 
experience, because I do not know what 
your experience is, but ours is that the sale 
of the value of service is the most difficult 
commodity to estimate, and the greatest diffi- 
culty we have is putting a value upon our 
service sufficiently large to make that de- 
partment as satisfactorily remunerative as 
it ought to be. Certainly, if we pay the 
employees, pay the responsible officers the 
salary that their knowledge and experience 
of business in ‘general would entitle them 
to command and which they could receive 
in the open markets of the world, we find it 
increasingly difficult to make our trust de- 
partments profitable. The difficulty we have 
is that annually we lose some of our best 
men because the training and experience 
they have had in business management in 
our trust department attracts the attention 
of the customer who offers them more than 
we can possibly pay. 

“That places an additional burden upon 
the heads of the institutions who are respon- 
sible for maintaining trust organizations 
which can cope with the varied and multi- 
tudinous responsibilities which they have to 
assume. 

“I have said too many times that I think 
this department of the American Bankers 
Association is rendering to the bankers of 
the country, for the very reasons I have just 
outlined, the most worthwhile service per- 
haps of any department of the Association, 
worthwhile because least understood. In the 
average bank the trust department is just 
one other division, and too often it is shunted 
off to one side as more or less the step- 
child of the establishment. It is, therefore, 
more or less with the step-child of the aver- 
age institution that you, gentlemen, have 
to deal, because it is difficult, I am perfectly 
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sure it is difficult, for the managing execu- 
tives of the large institutions to realize the 
tremendous importance of what they have 
heretofore regarded as but a side issue or a 
by-product of their business. 

“IT know that our own executive com- 
mittee was perfectly astounded last fall, in 
an examination of our trust department, to 
find that the total assets of that depart- 
ment were larger than the entire assets of 
our institution, and yet we have twenty-five 
executive officers managing the rest of our 
bank and are trying to get four or five or 
six executive officers to manage and assume 
the responsibility for the management of 
the assets which are greater than the entire 
assets of our bank, and the assets of our 
trust department are not the assets of our 
stockholders, but they are the assets of the 
widows and dependents of our customers 
who have left to us the supervision and 
management of their estates. I sometimes 
wonder if men actually realized the exact 
relation between the trust department and 
the rest of the institution with which they 
have done business in their business life, if 
they would have the confidence they do re- 
pose in us and leave to our management in 
the trust department the tremendous estates 
which through a lifetime they built up. 


State Bank Division 
(Continued from page 321) 


ducting a vigorous nation-wide campaign as 
follows: 

“Urging that active steps be taken to se- 
cure greater uniformity of equitable bank 
legislation and more uniformly efficient state 
bank supervision in the several states; that 
the important office of bank commissioner 
be made as free from entangling partisan 
politics as the judiciary itself, and divorced 
from all other functions of state govern- 
ment; that the tenure of office of bank com- 
missioner be made more secure and lasting, 
with sufficient compensation and discretion- 
ary power given to attract and retain the 
services of men of outstanding executive 
ability and successful banking experience; 
that the bank commissioner’s arm _ be 
strengthened by supplying him with an ade- 
quate examining force selected on the basis 
of merit from those having the requisite 
qualifications of honesty, ability, training 
and banking knowledge. 

“During the past four years your com- 
mittee has conducted a continuing nation- 
wide survey and study to determine state 
banking conditions in each state. In gen- 
eral, the state bank commissioners through- 
out the country heartily commended the work 
as being helpful and constructive. Reports 
of the results of state bank legislation enact- 
ed this year indicate a very definite trend 
along the lines advocated in our report, to 
wit: Increasing minimum capital require- 
ments of banks to $25,000; giving bank com- 
missioners or banking boards sole power as 
to granting charters for new banks; creat- 
ing banking boards to act in an advisory 
capacity with the state bank commissioner ; 
increasing compensation of the bank com- 
missioner and lengthening his term of office 
to six years, with power to appoint neces- 
sary deputies and examiners ;. empowering 


“I have come to regard as my duty a more 
sacred relationship toward the assets of our 
trust department than I do toward the 
assets of our stockholders who have a chance 
at profit from their investment and whose 
money at risk is not that as represented 
by the assets of our trust department where 
there can be no hope from those who have 
left those assets with us for other than 
just good, plain management of the estates. 

I wish I might get together the man- 
aging executives of the principal institu- 
tions of this country and try to sell co 
them, as I see it, a different viewpoint 
toward the trust departments of their in- 
stitutions. We give our time to our com- 
mercial loans, to our investment depart- 
ments, and to what are commonly accepted 
as the going principal products of the bank, 
forgetting, because it is not profitable as 
are the other departments of our banks in 
general, that division of our institution 
which is coming to be the largest with many 
of us, and because of its particular char- 
acter, the most sacred of our responsibilities. 
Do anything you can to put that thought 
across with the heads of larger institutions, 
and now, as trust functions are being as- 
sumed by a multitude of inexperienced in- 
stitutions, to the presidents and those in 


bank commissioner to take complete charge 
of and to liquidate insolvent banks as dis- 
tinguished from liquidation through the 
courts; prohibiting or limiting an officer or 
director of a bank from borrowing from 
his bank, unless his collateral is approved by 
a majority of the Board of Directors; legis- 
lation providing for closer supervision and 
regulation of building and loan associations, 
‘credit unions,’ ‘finance companies,’ and pri- 
vate banks; broadening the field for invest- 
ment of funds of savings banks and trust 
companies; making issuance of worthless 
checks a misdemeanor with specific penal- 
ties.” 

The committee reported its hearty appro- 
val of the movement to establish regional 
country clearing house systems of examina- 
tion, the proposition being to district the 
states into groups of about seventy banks 
each, the definite permanent location of state 
and national examiners to such districts and 
working in cooperation with a clearing-house 
committee and manager. Better and safer 
banking is certain to result from such a plan 
through better supervision, closer coopera- 
tion, exchange of credit bureau information 
and the solution of problems of mutual in- 
terest to all banks. 

The members of the State Legislative 
Committee are: L. A. Andrew, Chairman; 
W. C. Gordon, H. E. Hatch, Felix M. Mc- 
Whirter, J. H. Puelicher, Will Wayman. 


Federal Legislative Committee 


“Our activities were confined largely to 
giving aid in securing the enactment of 
the McFadden-Pepper bill in accordance 
with the resolutions adopted by the Ameri- 
can Bankers Association at the Los An- 
geles Convention,” said the Federal Legis- 
lative Committee in its report. “At that 
convention there was a difference of opinion 
expressed by the membership of the State 
Bank Division regarding the branch bank 
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authority, and to the directors of these 
institutions, that in assuming to exercise 
fiduciary functions they are taking upon 
their shoulders the most sacred responsibili- 
ties of the banking business, and that they 
should proceed with the greatest caution, 
with the greatest care and with a full 
realization that whether profitable or not, 
if they are entering that field, they must do 
it with the best men they can possibly obtain 
for the job.” 

Mr. John N. Stalker, vice-president, 
Union Trust Co., Detroit, as chairman of 
the nominating committee, made his report, 
and the following officers were elected: 


* President, W. S. McLucas, chairman of the 


board of directors, Commerce Trust Com- 
pany, Kansas City, Mo.; Vice-President, 
James H. Perkins, president, Farmers’ Loan 
& Trust Co., New York City; members of 
the Executive Committee, Thomas C. Hen- 
nings, vice-president, Mercantile Trust Co., 
St. Louis, Mo.; W. M. Baldwin, vice-presi- 
dent, Union Trust Company, Cleveland, 
Ohio; Frank Taylor, vice-president, Illinois 
Merchants Trust Co., Chicago, Ill.; Henry 
L. Servoss, vice-president, United States 
Mortgage & Trust Company, New York; 
Leo S. Chandler, vice-president, California 
Bank, Los Angeles, Cal. 


feature of the bill known as the Hull amend- 
ment, but Judge Paton, General Counsel of 
the Association, ruled that the mandate 
adopted by the general convention takes 
precedence over and determines the policy 
of all Divisions and Sections in legislative 
policies. Hence your committee actively co- 
operated with the Federal Legislative Com- 
mittee of the Association and takes what 
we feel is justifiable pride in the fact that 
we played a vital part in securing the enact- 
ment of the McFadden-Pepper bill. We were 
convinced that the action taken by the Gen- 
eral Convention is not only in conformity 
with the declared principles of the State 
Bank Division on branch banking, but does, 
in fact, curb branch banking. Moreover, 
the McFadden bill, without the Hull amend- 
ment, seeks primarily to equalize the char- 
ter rights and opportunities of state and na- 
tional bank members of the Federal Reserve 
System. This is necessary to the continu- 
ance of the national banking system which, 
because of its compulsory membership, is 
the bulwark of the Federal Reserve Sys- 
tem.” 

The Federal Legislative Committee con- 
sists of H. H. Saxon, Chairman; R. S. 
Hecht, W. A. Hunt, H. A. McCauley, E. 
C. McDougal, Grant McPherrin. 


On the Federal Reserve System 


HE Committee on the Federal Reserve 

System reported as follows in part: 

“Doubtless the strong state bank support 
of the Federal Reserve System had much 
to do with securing the indeterminate char- 
ter of the Federal Reserve System, which 
happily perpetuates this, the greatest and 
most helpful banking facility in the world.” 

The Committee on Federal Reserve Sys- 
tem: consists of E. E. Crabtree, Chairman; 
E. G. Bennett,.G. H. Gutru, F. T. Hodgdon, 
J. W. Spaulding, C. H. Yates. 
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THE SEATS OF THE MIGHTY ARE MILWAUKEE CHAIRS 
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Where Stately Surroundings 
Are a Matter of Course... 


There you will invariably find Milwaukee 
Chairs. The charm, comfort and sturdy char- 
acter of these famous chairs not only befit the 
most elaborate interiors, but immediately give 
to the room an indefinable air of dignity. 


The illustration above shows the directors’ 
room of the First National Bank of Chicago. 
An inspiring room, indeed, in which Mil- 
waukee Chairs contribute no small part to 
the fascinating effect both in harmony and 
quiet elegance. 


Although these chairs have every appearance 


of having been specially designed for this 
room, they are in fact only one of many dis- 
tinctive stock models. It is a sincere tribute to 
the superior design of Milwaukee Chairs that 
a stock model should have been considered 
worthy to grace the directors’ room of one of 
the greatest banks in the world. 


If you contemplate refurnishing or rebuilding 
we will be pleased to submit photographs of 
chairs suitable for your quarters. For further 
details write The Milwaukee Chair Com- 
pany, 624 South Michigan Avenue, Chicago. 


MILWAUKEE CHAIRS 


When writing to advertisers please mention the American Bankers Association Journal 
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The Condition of Business 


Industrial Earnings Continue to Show a Moderate Decline, Oil, 
Steel and Motors Being Especially Weak. Wholesale and Retail 
Trade Improves, However, and Business Generally Promises to 
Finish the Year At Good Speed. Building Work Continues Strong. 


USINESS promises to finish this 
year running at good speed but 
somewhat unsteadily. Excellent 
agricultural harvests and _ easy 
money, the two favorable factors which 
have played such an important part by their 
supporting influence during recent months, 
remain practically unimpaired. Building 
construction and engineering work, by hold- 
ing around the record 1926 level, have offset 
to considerable degree the marked decline 
in automobile production. Expansion of fall 
trade and preparation for the usual large 
holiday sales adds impetus to the movement 
of business week by week. Nevertheless, as 
one examines conditions down the list of 
individual industries, their good-bad-and- 
indifferent states become rather conspicuous. 
Of the recent information coming from 
various sources on the condition of business 
during the latter half of the year, perhaps 
nothing is more significant than the earn- 
ings reports of industrial concerns which 
have just been published covering the Sep- 
tember quarter. A tabulation of the first 
125 reports appearing to date, taken from 
practically every major industry, shows a 
decline in earnings of 12.8 per cent as 
compared with the corresponding quarter 
last year. This is in line with expectations 
and follows the trend of the first and second 
quarterly reports. 


Chief Slump in Two Lines 


DECLINE of this size makes by no 

means a bad showing, particularly when 
one considers that a large part of the de- 
crease is accounted for by conditions in 
two industries—steel and oil. Of the 125 
companies, fifty-four had higher earnings 
than last year, while seventy-one ran _be- 
low. Aggregate profits of the group for 
the third quarter of 1927 were $216,692,- 
000, compared with $248,386,000 in the same 
period of 1926. Following is the classifi- 
cation by principal lines of industry: 


Industrial Corporation Earnings 
Third Quarter—000’s Omitted 


lo 
1926 1927 Change 


+87.0 
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Number Industry 
2 Amusement .... 
Automobile .... 


Baking 


Chemical 

Coal 

Electrical 
Foodstuff ...... 
Iron & steel.... 
Leather 
Machinery ..... 
Merchandising . 
Mining 

Office equip..... 
Petroleum 
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Of the more important groups, it will 
be observed that automobiles, which in- 
cludes parts and accessories, increased from 
$74,179,000 to $79,664,000, a gain of $5,- 
485,000, or 7.4 per cent. However,: this in- 
cludes General Motors Corporation, the gi- 
gantic organization which dominates the in- 
dustry and whose earnings alone increased 
during the period from $56,032,000 to $64,- 
508,000, a gain of $8,476,000. Earnings of 
the twelve other leading motor manu- 
facturers, whose quarterly figures are pub- 
lished, actually decreased from $18,147,000 
to $15,156,000, or 16.5 per cent. 

If General Motors be eliminated from the 
grand total for all industries, the balance 
for the 124 other leading companies de- 
creased from $192,354,000 to $152,184,000, 
or 20.8 per cent! 

Second largest group, iron and steel, de- 
creased from $50,814,000 to $31,963,000, a 
loss of $18,851,000, or 37.2 per cent. This 
includes United States Steel Corporation, 
whose net profit declined from $31,710,000 to 
$21,585,000, as well as twelve other promi- 
nent steel concerns. This causes return on 
capital invested in the steel industry to be 
subnormal. 

Electrical and chemical corporations have 
maintained their earnings, but the oil in- 
dustry suffered a severe decline, the aggre- 
gate profits of thirteen large companies de- 
clining from $29,809,000 to $10,633,000, a 
drop of $19,176,000, or 64.3 per cent! 


Nine Months’ Profits 
Down 3.5% 


HE leather industry is making a good 
showing, although hardly enough reports 
are yet available to give an accurate figure 
for the trade as a whole, and the same might 
be said of amusements, textiles and mining, 
although the lower metal prices prevailing 


Stock market reacts after establishing 
new high (Standard Statistics Co. 
index) 
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this year will doubtless result in generally 
poorer earnings for the latter group. 

If the earnings for the first nine months 
be cumulated, they give a fairly accurate 
guide to what the full year’s results will 
show. They furnish strong assurance that 
the 1927 profits of industry as a whole will 
not quite measure up to the record 1926 fig- 
ures, yet will not fall materially below. 

Combined earnings of the same 125 cor- 
porations for the nine months this year were 
$675,456,000, compared with $699,950,000, 
which represents a decline of $24,494,000, 
or 3.5 per cent. Sixty-three companies were 
ahead of last year and sixty-two were be- 
hind. 

If General Motors be eliminated from the 
nine months’ grand total, the balance for 
the 124 other concerns declined from $542,- 
218,000 to $481,698,000, a decrease of $60,- 


- 250,000, or 11.1 per cent. 


Classified by industries, the nine months’ 
analysis shows gains in eleven lines as fol- 
lows: Amucements, 45.7 per cent; automo- 
biles, 10.5; baking, 9.6; building materials, 
6.9; chemicals, 10.4; electrical, 8.9; food- 
stuff, 4.8; merchandising, 8.9; tobacco, 26.7; 
miscellaneous, 9.4, and leather changed from 
a net deficit to net profit. 

Decreases are shown in eight industries, 
including coal, 14.7 per cent; iron and steel, 
19.4; machinery, 6.1; mining, 23.3; office 
equipment and household appliances, 4.3; 
petroleum, 50.0; railway equipment, 14.6, and 
textiles, 30.0. 

In interpreting the above figures, allow- 
ance should be made for several factors. 
These companies represent the large and 
premier organizations in each line and would 
naturally be expected to fare better than 
the average. A decrease from the 1926 
record might still mean better profits than 
any year prior to that time. Bankers hardly 
need be reminded that the favorable reports 
are usually issued promptly, while the un- 
favorable are held back. Third quarter re- 
sults in general were poorer than first or 
second quarters, and final three months is 
bringing a continued decline in many lines, 
but is the peak season for retail movement. 
Such tendencies will modify the full year’s 
results accordingly. Within each industry 
numerous concerns show wide variations 
from the average. 


Production Still High 


| production in the major in- 
dustries shows the good-bad-and-indiffer- 
ent conditions already referred to, but the 
sum total makes a satisfactory showing and 
is actually around 5 per cent better than what 
would be considered a normal year, while 
1926 was about 10 per cent above normal. 
Iron and steel production has slowed down 


| 
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considerably, and is now running 20 per cent 
below last year, while prices have showed 
continued weakness. The Iron Age com- 
posite index for finished steel products stands 
2.354 cents per pound, the lowest in eleven 
years and comparing with an average of 
2.437 cents in 1926. Of the non-ferrous 
metals, copper production is running along 
on a par with last year, zinc approximately 
10 per cent lower and lead 10-per cent 
higher. 

Soft coal mining is being speeded up with 
the settlement of the strike in the central 
fields by the unexpected surrender of the 
operators. Total output of coal is near 100 
per cent of normal, although last fall it was 
nearer 125 per cent, owing to the impend- 
ing strike. Anthracite mining is struggling 
along, and conferences of the operators are 
being held with a view to solving the troubles 
of the industry due to high costs, loss of 
markets, strikes, etc. 


Oil Situation to Improve 


VERPRODUCTION of petroleum con- 

tinues, but, judging from the opinions 
of oil people and bankers with whom we 
have talked recently in Oklahoma, Texas, 
California and Colorado, the situation is not 
getting any worse and should improve next 
year. Large surplus stocks will have to be 
carried through the winter, however, and 
decreased earnings, new financing and omis- 
sion of dividends are quite general. 

Automobile production has dropped to a 

low level as the manufacturers and buying 
public await introduction of the new Ford. 
September production of passenger cars and 
trucks in the United States declined from 
350,923 vehicles to 225,013, and for the nine 
months from 3,475,926 to 2,851,726, a de- 
crease of 624,200 vehicles, or 18 per cent 
from last year. 
_ Lumber, cement and other building mate- 
rials are having a good year and are run- 
ning well above 1926, which was better than 
normal. 

Activity of cotton and woolen mills is 
higher than last year, while silk mills are 
at least holding their own. Leather tanning 
is one of the brightest spots in the indus- 
trial picture, and production of shoes all year 
has been running ahead of 1926, averaging 
nearly 9 per cent. 


Trade Improves Somewhat 


EPORTS on wholesale and retail trade 
from most parts of the country reflect 
a broadening tendency, especially in sections 
of the West, where remunerative prices for 
leading farm products have an important 
bearing. In the primary textile markets for 
dry goods, business continues below current 
production. 

As the cooler weather settles over a wider 
area more reports are received of a quick- 
ening retail demand, and the movement of 
goods at wholesale is distinctly better in 
many distributing centers than a year ago. 
Cotton mills report some good orders. 
Among lines reported as moving very freely 
are jewelry, radio, rayons and knitwear. 

New business in iron and steel is dis- 
appointing, but many plants are fairly busy 
and steel requirements should show an early 
increase, despite the falling off in demand 
from the automobile, oil and gas industries. 
There is fair buying of railroad track sup- 


Novembe 1927 


plics and agricultural implement makers’ re- 
quirements, but automobile steels are in very 
poor demand. 

The Federal: Reserve Board’s latest index 
of wholesale trade, which is based on the 
monthly average in 1919 as 100, without 
seasonal adjustment, shows wholesale gro- 
cery trade increasing from 82 last year to 
83 this year, meats decreased from 81 to 75, 
dry goods increased from 102 to 108, shoes 
increased from 73 to 79, and drugs increased 
from 115 to 126. The average of the group 
stands at 88, unchanged from a year ago. 

Contrasting strikingly with the above is 
the Board’s index of retail trade, prepared 
on the same basis. The latest correspond- 
ing figures for 1926 and 1927 are: for de- 
partment store trade, 105 and 113 respec- 
tively; mail order houses, 98 and 112; chain 
grocery stores, 296 and 382; five-and-ten 
chains, 204 and 237; drug chains, 193 and 
215; cigar chains, 148 and 147; shoe chains, 
122 and 132, and candy chains, 194 and 208. 

Even allowing for the fact that the in- 
crease in chain store sales is caused by es- 
tablishing more locations as well as increas- 
ing volume per store, these figures demon- 
strate the continued forging ahead of the 
chain store system, which buy largely from 
the manufacturer direct, thus narrowing the 
field of the wholesaler and jobber. 


Money Rates Easy Despite 
Credit Expansion 


ONEY rates have shown little change 

during the month and are ruling well 
below a year ago. At the beginning of No- 
vember call loans in the New York market 
average 3% per cent (although rising to 4 
per cent on the last day of October), against 
4% at this time in 1926, while time loans 
are 4-414 against 434-5 last year. 

Commercial paper is selling at 4 per cent 
for best names, four to six months, com- 
pared with 4% last November. Prime bank- 
ers acceptances, ninety days, are quoted 
334-% as against 4-37% last year. 

This uniform ease of money is somewhat 
surprising if an examination be made of 
the expansion shown by the reports of mem- 
ber banks. 

On the last statement available in Octo- 
ber, showing the condition on Oct. 19, com- 
mercial loans of the reporting member banks 
stood at approximately $8,830,000,000, rep- 
resenting an increase of $52,000,000 from the 
statement of Sept. 21, 1927, and $47,000,000 
above the corresponding period a year ago. 

Secured loans at $6,226,000,000 gained 
$112,000,000 during the month and $645,000,- 
000 in the year. Investment holdings at $6,- 
083;000,000 were up $43,000,000 in the month 
and $520,000,000 in the year. 

The total credit expansion in twelve 
months, therefore, amounts to $1,212,000,- 
000. Coming at a time when general busi- 
ness is quieter than last fall, this is some- 
what surprising, and an analysis of the three 
classes of loans and investments shows that 
so-called commercial loans accounted for but 
4 per cent of the increase, while secured 
loans absorbed 53 per cent and investment 
holdings 43 per cent. 

Strictly brokerage loans, after climbing 
to a new high mark of $3,434,000,000 on 
Oct. 19, declined to $3,344,000,000 on Oct. 
26, but at that date were still $742,000,000 
over the year previous. 


Numerous bankers and others have spoken 
out plainly on the dangers of such a huge 
volume of commercial bank credit going into 
the stock market and they feel that there 
is unmistakable evidence of over-speculation 
in securities. 

Sentiment in the market itself is much 
less bullish than a few weeks ago, and Octo- 
ber was a month of alternate violent reac- 
tions downward and upward. Considering 
the slightly lower trend of industrial earn- 
ings, it seems hardly reasonable that stocks 
are worth still higher prices in the immedi- 
ate future. 

This money ease is, of course, the result 
of the gold imports, which have added so 
substantially to the holdings of the Federal 
Reserve System. However, the tide of gold 
appears now to be definitely ebbing, and the 
recent shipments to Argentina and Canada 
may possibly be augmented by withdrawals 
by European centers, which have a much 
higher bank rate than ours and need more 
gold in connection with their programs of 
currency stabilization. 

Tn the week of Oct. 26, the Reserve Sys- 
tem lost $19,000,000 gold, although total re- 
serves are still $133,000,000 above a year 
ago. Bills discounted were nearly $300,000,- 
000 less than at the same date in 1926, and 
the ratio increased from 73.6 to 75.3. Never- 
theless, should the outward flow of gold con- 
tinue to increase, there seems little doubt 
that money rates generally in this country 
would move upward again and tend to check 
the credit expansion. 


Stabilizing the Cotton Industry 


ie this review we have referred so many 
times during the past year or so to the 
application of production statistics to stabil- 
izing industry that it may seem this point is 


being overemphasized. Yet new succecses 
in this plan are being constantly seen, and 
we feel that it is a factor in maintaining 
prosperity whose importance cannot be too 
well understood. 

An illustration of its working in the great 
cotton goods industry was revealed at the 
first annual meeting of the newly formed 
Cotton Textile Institute, Inc., held in Oc- 
tober. This association now has a member- 
ship of 447 mills, which have together 21,- 
589,000 spindles. 

Walter D. Hines, president of the Insti- 
tute, said in his address: 


“We see shining examples of sensible and sound 
methods in the steel and automobile industries, 
where production goes up when demand goes up 
and goes down when demand goes down, and there 
does not exist any destructive instability of price 
to the disadvantage of customers nor to the pro- 
ducers and their employees. Information now 
available concerning supply and demand ought to 
enable a cotton manufacturer by close attention to 
appreciate when the time approaches when demand 
for cotton textile products will fall below the exist- 
ing high level of production.” 


October New Financing 
Sets Record 


Fels the slowing down of new bond 
offerings during the summer, which 
gave the investment market an opportunity 
to absorb the temporary oversupply, the reg- 
ular pace was resumed in September and 
speeded up in October to break all records. 

In the tabulation at the end of this review 
are listed thirty-three major bond issues of 
$5,000,000 and upward offered in the New 

(Concluded on page 406) 


November, 1927 AMERICAN BANKERS ASSOCIATION JOURNAL 


There Is An Advantage In Dealing 
With The GUARDIAN GROUP 


Customers of any unit of the Guardian Group have at 
their disposal resources and services of a character and 
scope never before available under one roof within the 
Detroit field—in all major and minor phases of Com- 
mercial, Investment, Fiduciary and Savings banking. 


We invite patronage from those to whom this combina- 
tion of services appeals. 


Comprising with the Guardian Trust Com- 
pany and the Guardian Detroit Company 
the Guardian Group, which offers complete 
banking, fiduciary and investment service 
under unified ownership and operation. 


Si» Bs 


HENRY E. BODMAN, ERNEST KANZLER, 
‘ounsel for the Guardian Group Executive Vice-Pres. Guardian Detroit Bank 
RALPH H. BOOTH, JEROME E. J. KEANE, 
President Booth Publishing Company Chairman of Board Keane, Higbie & Co, 
HOWARD BONBRIGHT, ROBERT O. LORD, 
President General Securities Corporation President Guardian Detroit Bank 
HOWARD E. COFFIN, ALVAN MACAULEY, 
Vice-Pres. Hudson Motor Car Company President Packard Motor Car Company 
GEORGE R. COOKE, W. LEDYARD MITCHELL, 
Pres. Geo. R. Cooke Construction Company Vice-Pres. and Gen. Mgr. Chrysler Corp, 
EDSEL B. FORD, FRED T. MURPHY, 
President Ford Motor Company Chairman of Board Guardian Detroit Bank 
JOHN C. GRIER, JR., PHELPS NEWBERRY, 
President Guardian Detroit Company Vice-Pres. Guardian Trust Company 
SHERWIN A. HILL, WM. ROBT. WILSON , 
Warren, Hill & Hamblen Pres. and Chairman Murray Corp. of America 
ROSCOE B. JACKSON, CLARKSON C. WORMER, JR., 
Pres. and Gen. Mgr. Hudson Motor Car Co, President Wormer & Moore 
ALBERT KAHN, CHARLES WRIGHT, JR., 
Architect Beaumont, Smith & Harris 
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Simple Convenient Labor-Saving 


Balance in Bank 


Deposits 


N 
a 
= 
a 
a 
a, 


$ 


Balance in Bank 


Reduced Size 


ADAPTABLE TO ANY NUMBER OF CHECKS ON THE PAGE 


No_342_ Balance in Bank} 4499|/0 
Dee: 1, defu. 
Proceeds of Note 
» 2, Gollectiovhy Rank: 
t, 192, 
Mase. Yer 


Journal 15.2, Deucher6O8 


347.86 


Deposits 


Dee: 2 192. 


Holywood Goat Gor 
Nervember Coal Bill 


Expense Ye 


alls 3, DBoucher6O9 


Dee. 2 1925. 
Contral National 
Bills, Bary. $500. Int, 250 

fournal 154, Doucher 610 


Balance in Bank]] 2,298) 52 


Pat'd. Sep.1,192S 


Reduced Size 


The advantages of this check stub are as follows: 


1. It has a space, as no other stub has, at the top 
of the page, immediately below the Balance in Bank. 
for entering deposits. 


2. It automatically sets the deposits, totals and 
balances all in .their logical positions in the same 
money column which no other check stub does. 


3. It is adapted for the double purpose of keeping 
in the check book the original record of the check data 
and a brief, auxiliary bark account to guard against 
over-drafts. 


4. Itsarrangement is so simple, so convenient and 
complies so perfectly with accountancy as to be almost 
self-explanatory. 


5. The process for keeping such bank account is 
so labor-saving that it does not require a single avoid- 


able figure or computation. Other forms require up to 
more than double its labor. 

6. As the stub serves the double purpose, it will 
relieve banks of having to provide check books with 
other than this one kind of stub. 

7. It will greatly facilitate making out an individ- 
ual’s income tax returns, as by depositing all one’s re- 
ceipts in the bank, at the time received, makes the 
stub a complete and convenient income record. 


8. So to deposit all one’s receipts in the bank is 
conducive to the depositor’s safety and thrift and is 
advantageous to the bank. 

9. To save the trouble to banks, printers can 
obtain the right to make the stub from the under- 
signed. The charge is small compared with the ad- 
vantages.’ 


The Stub Has No Equal 


Inquiries from Banks and Printers will receive prompt attention. 


Chas. T. Luthy, Peoria, Ill. 
610 W. Armstrong Ave. 


When writing to advertisers please mention the American Bankers Association Journal 


November, 1927 


392 
$ 
92.43 
| | 
507,50 947\79 


Committees and Commissions 


HE following list includes the mem- 

bership in the various Committees 

and Commissions (excepting those 

of Divisions and Sections) for the 
ensuing year, under the new administration ; 
the membership of the Federal and State 
Legislative Councils; members at large of 
the Executive Council, and the vice-presi- 
dents for territories and in foreign coun- 
tries : 


Administrative Committee 


Thomas R. Preston, president, Hamilton 
National Bank, Chattanooga, Tenn. 

Craig B. Hazlewood, vice-president, Union 
Trust Co., Chicago, Ill. 

John G. Lonsdale, president, 
Bank of Commerce, St. Louis, Mo. 

Melvin A. Traylor, president, First Trust 
& Savings Bank, Chicago, II. 

E. A. Onthank, president, Safety Fund 
National Bank, Fitchburg, Mass. 

George L. Woodward, treasurer, South 
Norwalk Savings Bank, South Norwalk, 
Conn. 

M. H. Malott, president, Citizens Bank, 
Abilene, Kan. 

W. S. McLucas, chairman of board, Com- 
merce Trust Co., Kansas City, Mo. 

P. R. Williams, vice-president, Bank of 
Italy National Trust & Savings Association, 
Los Angeles, Cal. 

O. Howard Wolfe, cashier, Philadelphia- 
Girard National Bank, Philadelphia, Pa. 

W. A. Philpott, Jr., secretary, Texas 
Bankers Association, Dallas, Tex. 


National 


One-Year Term 
George V. Drew, vice-president, Equita- 
ble Trust Co., New York, N. Y. 
T. O. Hammond, vice-president, Montana 
Trust & Savings Bank, Helena, Mont. 


Two-Year Term 
Julien H. Hill, president, State-Planters 
Bank & Trust Co., Richmond, Va. 
J. P. McKelvey, vice-president, Exchange 
National Bank, Pittsburgh, Pa. 
W. D. Longyear, vice-president, Security 
Trust & Savings Bank, Los Angeles, Cal. 


Committee on Federal Legislation 


V. J. Alexander, vice-president, American 
National Bank, Nashville, Tenn. 

S. A. Hubbard, vice-president, 
Bank & Trust Co., Asheville, N. C. 


Central 


One-Year Term 


Edmund S. Wolfe, president, First Na- 
_ tional Bank, Bridgeport, Conn., chairman. 

W. H. Doyle, chairman, State Bank of 
Platteville, Platteville, Wis. 


Two-Year Term 

B. G. Huntington, vice-president, Hunting- 
ton National Bank, Columbus, Ohio. 

Harry V. Haynes; president, Farmers & 
Mechanics National Bank, Washington, 

A. O. Wilson, vice-president, State Na- 
tional Bank, St. Louis, Mo. 

Howard Moran, vice-president, American 


Security & Trust, Co., Washington, D. C. 
W. A. Hunt, president, Citizens Bank & 
Trust Co., Henderson, N. C. 


Federal Legislative Council 
State Chairmen 


Alabama—F. M. Moody, president, First 
National Bank, Tuscaloosa. 

Arizona—C. J. Walters, vice-president, 
Arizona Central Bank, Kingman. 

Arkansas—W. A. Hicks, vice-president, 
American Southern Trust Co., Little Rock. 

California—Leo S. Chandler, vice-presi- 
dent, California Bank, Los Angeles. 

Colorado—Clark G. Mitchell, vice-presi- 
dent, Denver National Bank, Denver. 

Connecticut—Edmund S. Wolfe, 
dent, First National Bank, Bridgeport. 

Delaware—Robert P. Robinson, presi- 
dent, Central National Bank, Wilmington. 

District of Columbia—Harry V. Haynes, 
president, Farmers & Mechanics National 
Bank, Washington. 

Florida—Cary, A. Hardee, president, First 
National Bank, Live Oak. 

Georgia—H. Warner Martin, vice-presi- 
dent, Atlanta & Lowry National Bank, At- 
lanta. 

Idaho—A. V. Chamberlin, vice-president, 
American Trust Co., Coeur d’Alene. 

Illinois—Addison Corneau, vice-president, 
Springfield Marine Bank, Springfield. 

Indiana—C. S. Kitterman, president, First 
National Bank, Cambridge City. 

Iowa—M. W. Ellis, president, Security 
Trust & Savings Bank, Charles City. 

Kansas—George H. Hamilton, vice-presi- 
dent, Fourth National Bank, Wichita. 

Kentucky—J. C. Utterback, president, 
City National Bank, Paducah. 

Louisiana—C. deB. Claiborne, vice-presi- 
dent, Whitney-Central National Bank, New 
Orleans. 

Maine—Charles G. Allen, president, Port- 
land National Bank, Portland. 

Maryland—John B. Kieffer, vice-presi- 
dent, Hagerstown Bank, Hagerstown. 

Massachusetts—Irving W. Cook, presi- 
dent, First National Bank, New Bedford. 

Michigan—Paul J. Ullrich, president, Ull- 
rich Savings Bank, Mount Clemens. 

Minnesota—J. J. Maloney, cashier, Farm- 
ers State Bank, Heron Lake. 

Mississippi—Thad B. Lampton, president, 
Capital National Bank, Jackson. 

Missouri—Sam E. Trimble, vice-president 
and cashier, Union National Bank, Spring- 
field. 

Montana—T. O. Hammond, vice-presi- 
dent, Montana Trust & Savings Bank, 
Helena. 

Nebraska—James F. O’Donnell, cashier, 
Nebraska State Bank, O’Neill. 

Nevada—Charles H. Mapes, 
Washoe County Bank, Reno. 

New Hampshire—Harold A. Holbrook, 
cashier, First National Bank, Manchester. 

New Jersey—Spencer S. Marsh, vice- 
president, National Newark & Essex Bank- 
ing Co., Newark. 

New Mexico—W. A. Losey, cashier, First 
National Bank, Hagerman. 


393 


presi- 


president, 


New York—M. M. Holmes, 
Exchange National Bank, Olean. 

North Carolina—S. A. Hubbard, vice- 
president, Central Bank & Trust Co., Ashe- 
ville. 

North Dakota—H. T. Graves, president, 
James River National Bank, Jamestown. 

Ohio—B. G. Huntington, vice-president, 
Huntington National Bank, Columbus. 

Oklahoma—H. N. Wilson, cashier, First 
State Bank, Bokchito. 

Oregon—E. C. Sammons, vice-president, 
United States National Bank, Portland. 

Pennsylvania—John G. Reading, presi- 
dent, Susquehanna Trust Co., Williamsport. 

Rhode Island—J. Cunliffe Bullock, vice- 
president, Industrial Trust Co., Providence. 

South Carolina—C. H. Yates, vice-presi- 
dent, Bank of Camden, Camden. 

South Dakota—A. Kopperud, president, 
Esmond State Bank, Esmond. 

Tennessee—V. J. Alexander, vice-presi- 
dent, American National Bank, Nashville. 

Texas—J. A. Pondrom, president, City Na- 
tional Bank, Dallas. 

Utah—L. H. Farnsworth, chairman of 
board, Walker Bros., Bankers, Salt Lake 
City. 

Vermont—J. E. McCarten, president Na- 
tional Bank of Newport, Newport. 

Virginia—Carroll Pierce, president, Citi- 
zens National Bank, Alexandria. 

Washington—C. J. Lord, president, Capi- 
tal National Bank, Olympia. 

West Virginia—Oscar C. Wilt, cashier, 
Empire National Bank, Clarksburg. 

Wisconsin—W. H. Doyle, cashier, State 
Bank of Platteville, Platteville. 

Wyoming—S. Conant Parks, 
First National Bank, Lander. 

In addition to the names listed above, the 
Federal Legislative Council, as per By-laws of 
the Association, is composed of the members of 
the Committee on Federal Legislation, Presidents 
and Vice-Presidents of the Divisions and Sec- 
tions, and the Vice-Presidents of the Association 
and of the Trust Company, Savings Bank, National 
Bank and State Bank Divisions in each state. The 
By-laws provide that in each state the elective 
Executive Council member of the Federal Legis- 
lative Council (or if there is no such member, 
the State Vice-President of the Association) shall 
be Chairman of a sub-committee to be composed 
of the members of the Federal Legislative Council 


in that state and such other members as the State 
Chairman shall appoint. 


president, 


president, 


Fiftieth Anniversary Committee 


Lewis E. Pierson, chairman of board, 
American Exchange Irving Trust Co., New 
York, chairman. 

Myron T. Herrick, United States Ambas- 
sador to France, Paris. 

Charles A. Hinsch, president, Fifth Third 
Union Trust Co., Cincinnati, Ohio. 

Thomas B. McAdams, executive manager, 
State-Planters Bank & Trust Co., Rich- 
mond, Va. 

J. H. Puelicher, president, Marshall & Ils- 
ley Bank, Milwaukee, Wis. 

George M. Reynolds, chairman of board, 
Continental & Commercial National Bank, 
Chicago, III. 

E. F. Swinney, president, First National 
Bank, Kansas City, Mo. 


M. A. Traylor, president, First Trust & 
Savings Bank, Chicago. 
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Oscar Wells, president, First National 
Bank, Birmingham, Ala. 

R. S. Hawes, vice-president, First Na- 
tional Bank, St. Louis, Mo. 

Robert F. Maddox, chairman of board, 
Atlanta & Lowry National Bank, Atlanta, 
Ga. 

Walter W. Head, president, Omaha Na- 
tional Bank, Omaha, Neb. 

Secretary—W. Espey Albig, deputy man- 
ager, American Bankers Association, 110 


East Forty-second Street, New York, N. Y. 


Finance Committee 


Craig B. Hazlewood, vice-president, Union 
Trust Co., Chicago, IIl. 

John G. Lonsdale, president, 
Bank of Commerce, St. Louis, Mo. 

W. D. Longyear, vice-president, Security 
Trust & Savings Bank, Los Angeles, Cal. 

Gus H. Mueller, vice-president, Fletcher 
American National Bank, Indianapolis, Ind. 

Walter E. Hardt, vice-president, Frank- 
lin Fourth Street National Bank, Philadel- 
phia, Pa. 


National 


One-Year Term 

S. E. Bradt, vice-president, First National 
Bank, De Kalb, IIl. 

H. Warner Martin, vice-president, Atlanta 
& Lowry National Bank, Atlanta, Ga. 


Two-Year Term 
S. M. McAshan, vice-president, South 
‘Texas Commercial National Bank, Houston, 
‘Tex. 
John F. Wily, president, Fidelity Bank, 
Durham, N. C. 


Committee on Membership 


Clark G. Mitchell, vice-president, Denver 
National Bank, Denver, Colo., chairman. 

J. Cunliffe Bullock, vice-president, Indus- 
trial Trust Co., Providence, R. I. 

W. R. Green, vice-president, The Guar- 
dian Trust Co., Cleveland, Ohio. 


One-Year Term 
Frank W. Bryant, vice-president, Central 
National Bank, Tulsa, Okla. 
J. R. Geis, president, Farmers National 
Bank, Salina, Kan. 
Charles E. Treman, 
Trust Co., Ithaca, N. Y. 
Clyde C. Taylor, vice-president, First Na- 
tional Bank, Pittsburgh, Pa. 


president, Ithaca 


Two-Year Term 


John S. Broeksmit, vice-president, Harris 
Trust & Savings Bank, Chicago, II. 

C. E. McCutchen, vice-president, 
National Bank, Wichita Falls, Tex. 

J. J. Maloney, cashier, Farmers State 
Bank, Heron Lake, Minn. 

E. C. Sammons, vice-president, 
States National Bank, Portland, Ore. 

E. A. Reddeman, vice-president, National 
Bank of Commerce, Milwaukee, Wis. 

Thomas B. Paton, general counsel, 110 
East Forty-second Street, New York, N.Y. 


First 


United 


Committee on Non-Cash Items 


J. W. Barton, vice-president, Metropolitan 
National Bank, Minneapolis, Minn., chair- 
man. 

C. L. Brokaw, president, Commercial Na- 
tional Bank, Kansas City, 

Fred Brown, vice-president, 
tional Bank, Detroit, Mich. 


First Na- 
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E. R. Estberg, president, Waukesha Na- 
tional Bank, Waukesha, Wis. 

Robert F. Maddox, chairman of board, 
Atlanta & Lowry National Bank, Atlanta, 
Ga. 

James Ringold, president, United States 
National Bank, Denver, Colo. 

Eugene Cazedessus, vice-president, Bank 
of Baton Rouge, Baton Rouge, La. 


Committee on State Legislation 


William S. Irish, president, First National 
Bank, Brooklyn, N. Y., chairman. 

Charles G. Allen, president, Portland Na- 
tional Bank, Portland, Me. 

Ben S. Paulen, president, Wilson County 
Bank, Fredonia, Kan. 

Travis Oliver, president, Central Savings 
Bank & Trust Co., Monroe, La. 
J. H. Therrell, president, 
Bank & Trust Co., Ocala, Fla. 

Lane D. Webber, vice-president and trust 
officer, First Trust & Savings Bank, San 
Diego, Cal. 


Commercial 


One-Year Term 


C. H. Fox, vice-president, Chicago Trust 
Co., Chicago, IIl. 

William Mee, president, Security National 
Bank, Oklahoma City, Okla. 

J. J. Ponsford, president, State Bank of 
Watertown, Watertown, Minn. 

W. H. Yeasting, president, Commercial 
Savings Bank & Trust Co., Toledo, Ohio. 


Two-Year Term 

W. G. C. Bagley, vice-president, First Na- 
tional Bank, Mason City, Iowa. 

George W. Reily, president, Harrisburg 
Trust Co., Harrisburg, Pa. 

R. E. Harding, vice-president, Fort Worth 
National Bank, Fort Worth, Tex. 

Taylor R. Durham, vice-president, Chat- 
tanooga Savings Bank & Trust Co., Chatta- 
nooga, Tenn. 

F. M. McWhirter, president, 
State Bank, Indianapolis, Ind. 

Chairman, State Legislation, Trust Com- 
pany Division. 


Peoples 


State Legislative Council 


Chairman to be same as Chairman of 
Committee on State Legislation. 


State Chairmen 


Alabama—F. M. Moody, president, First 
National Bank, Tuscaloosa. 

Arizona—C. J. Walters, vice-president, 
Arizona Central Bank, Kingman. 

Arkansas—J. M. Barker, president, Bank 
of Atkins, Atkins. 

California—Lane D. Webber, vice-presi- 
dent and trust officer First Trust & Sav- 
ings Bank, San Diego. 

Colorado—Clark G. Mitchell, vice-presi- 
dent, Denver National Bank, Denver. 

Connecticut—Edmund S. Wolfe, 
dent, First National Bank, Bridgeport. 

Delaware—Robert P. Robinson, president, 
Central National Bank, Wilmington. 

District of Columbia—Harry V. Haynes, 


presi- 


president, Farmers & Mechanics National . 


Bank, Washington. 

Florida—J.. H. Therrell, president, Com- 
mercial Bank & Trust Co., Ocala. 

Georgia—H. Warner Martin, vice-presi- 
dent, Atlanta & Lowry National Bank, At- 
lanta. 

Idaho—A. V. Chamberlin, vice-president, 
American Trust Co., Coeur d’Alene. 
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Illinois—C. H. Fox, vice-president, Chi- 
cago Trust Co., Chicago. 

Indiana—Gus H. Mueller, vice-president, 
Fletcher American National Bank, Indian- 
apolis. 

Iowa—W. G. C. Bagley, vice-president, 
First National Bank, Mason City. 

Kansas—Ben S. Paulen, president, Wilson 
County Bank, Fredonia. 

Kentucky—J. C. Utterback, 
City National Bank, Paducah. 

Louisiana—Travis Oliver, president, Cen- 
tral Savings Bank & Trust Co., Monroe. 

Maine—Charles G. Allen, president, Port- 
land National Bank, Portland. 

Maryland—John B. Kieffer, vice-presi- 
dent, Hagerstown Bank, Hagerstown. 

Massachusetts—Carl M. Spencer, 
dent, Home Savings Bank, Boston. 

Michigan—Fred S. Case, vice-president 
and cashier, First National Bank, Sault 
Ste. Marie. 

Minnesota—J. J. Ponsford, president, 
State Bank of Watertown, Watertown. 

Mississippi—Thad B. Lampton, president, 
Capital National Bank, Jackson. 

Missouri—M. R. Sturtevant, vice-presi- 
dent, Liberty Central Trust Co., St. Louis. 

Montana—T. O. Hammond, vice-presi- 
dent, Montana Trust & Savings Bank, He- 
lena. 

Nebraska—James F. O’Donnell, cashier, 
Nebraska State Bank, O’Neill. 

Nevada—Charles H. Mapes, 
Washoe County Bank, Reno. 

New Hampshire—Harold A. Holbrook, 
cashier, First National Bank, Manchester. 

New Jersey—Walter E. Robb, president, 
Burlington City .Loan & Trust Co., Burling- 

ton. 

New Mexico—W. A. Losey, cashier, First 
National Bank, Hagerman. 

New York—William S. Irish, president, 
First National Bank, Brooklyn, chairman. 

North Carolina—John F. Wily, president, 
Fidelity Bank, Durham. 

North Dakota—H. T. Graves, president, 
James River National Bank, Jamestown. 

Ohio—W. H. Yeasting, president, Com- 
mercial Savings Bank & Trust Co., Toledo. 

Oklahoma—William Mee, president, Se- 
curity National Bank, Oklahoma City. 

Oregon—E. C. Sammons, vice-president, 
United States National Bank, Portland. 

Pennsylvania—George W. Reily, presi- 
dent, Harrisburg Trust Co., Harrisburg. 

Rhode Island—J. Cunliffe Bullock, vice- 
president, Industrial Trust Co., Providence. 

South Carolina—C. H. Yates, vice-presi- 
dent, Bank of Camden, Camden. 

South Dakota—A. Kopperud, president, 
Esmond State Bank, Esmond. 

Tennessee—Joseph P. Gaut, president, 
Holston National Bank, Knoxville. 

Texas—R. W. McAfee, vice-president, 
State National Bank, El Paso. 

Utah—L. H. Farnsworth, chairman of 
board, Walker Bros. Bankers, Salt Lake 
City. 

Vermont—J. E. McCarten, president, Na- 
tional Bank of Newport, Newport. 

Virginia—Carroll Pierce, president, Citi- 
zens National Bank, Alexandria. 

Washington—R. M. Hardy, 
Yakima National Bank, Yakima. 

West Virginia—Oscar C. Wilt, cashier, 
Empire National Bank, Clarksburg. 


(Continued on page 396) 
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president, 
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EADY cooperation and seasoned 
judgment, based upon the experi- 

ence of more than sixty years, account 
in no small measure for the enduring 
relationships between this bank and its 
correspondents. The comprehensive 
service upon which these relationships 
are based is described briefly in a book- 
let, copy of which will be mailed gladly 


upon request. 


FIRST NATIONAL 
BAN Kor ‘CHICAGO 


FIRST TRUST AND 
SAVINGS BANK 


Frank O. Wetmore, Chairman Resources exceed 
Melvin A. Traylor, President $ 450,000,000.00 
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PARAPHRASED PROVERBS 


A Collection Service Chain 
is No Quicker Than its 


Slowest Link 


The elimination of avoidable 
delays in the handling of out- 
of-town collection items is a 
feature of our service. This 
is the result of— 


Direct routing to place of pay- 
ment. 


Continuous night-and-day oper- 
ation. 


Liberal use of telephone and tele- 
graph inquiries and advices. 


Close official supervision. 

We can save from one to three 
days’ time in the collection of your 
business. 


All items received at par. 


THE 


PHILADELPHIA-GIRARD 
NATIONAL BANK 


PHILADELPHIA, PA. 
Capital, Surplus and Profits ... .$29,000,000 


Committees and 


Commissions 
(Continued from page 394) 


Wisconsin—L. Albert Karel, president, 
State Bank of Kewaunee, Kewaunee. 

Wyoming—S. Conant Parks, president, 
First National Bank, Lander. 

In addition to the names listed above, the 
State Legislative Council is composed of the mem- 
bers of the Committee on State Legiiation, Presi- 
dents and First Vice-Presidents of the Divisions 
and Sections, and Vice-Presidents of the Associa- 
tion and of the Trust Company, Savings Bank, 
National Bank and State Bank Divisions in each 
state. The By-Laws provide that in each state the 
elective Executive Council member of the State 
Legislative Council (or if there is no such member 
the State Vice-President of the Association) shall 
be Chairman of a_ sub-committee to be composed 
of the members of the State Legislative Council 
in that state and such other members as the State 
Chairman shall appoint. 


Committee on State Taxation 


Alabama—F. M. Moody, president, First 
National Bank, Tuscaloosa. 

Arizona—C. J. Walters, vice-president, 
Arizona Central Bank, Kingman. 

Arkansas—J. M. Barker, president, Bank 
of Atkins, Atkins. 

California—Russell Lowry, vice-president, 
American Trust Co., San Francisco. 

Colorado—Clark G. Mitchell, vice-presi- 
dent, Denver National Bank, Denver. 

Connecticut—Edmund S. Wolfe, presi- 
dent, First National Bank, Bridgeport. 

Delaware—Robert P. Robinson, president, 
Central National Bank, Wilmington. 

District of Columbia—Harry V. Haynes, 
president, Farmers & Mechanics National 
Bank, Washington. 

Florida—Cary A. Hardee, president, First 
National Bank, Live Oak. 

Georgia—H. Warner Martin, vice-presi- 
dent, Atlanta & Lowry National Bank, At- 
lanta. 

Idaho—A. V. Chamberlin, vice-president, 
American Trust Co., Coeur d’Alene. 

Illinois—C. W. Boyden, vice-president, 
Farmers State Bank, Sheffield. 

Indiana—Rome C. Stephenson, vice-presi- 
dent, St. Joseph County Savings Bank, 
South Bend. 

Iowa—A. M. Henderson, cashier, First 
National Bank, Story City. 

Kansas—Henry S. Buzick, Jr., vice-presi- 
dent, Sylvan State Bank, Sylvan Grove. 

Kentucky—J. C. Utterback, president, 
City National Bank, Paducah. 

Louisiana—Travis Oliver, president, Cen- 
tral Savings Bank & Trust Co., Monroe. 

Maine—Charles G. Allen, president, Port- 
land National Bank, Portland. 

Maryland—John B. Kieffer, vice-presi- 
dent, Hagerstown Bank, Hagerstown. 

Massachusetts—Carl M. Spencer, presi- 
dent, Home Savings Bank, Boston. 

Michigan—B. P. Sherwood, president, 
Grand Haven State Bank, Grand Haven. 

Minnesota—J. H. Ingwersen, vice-presi- 
dent, First National Bank, Duluth. 

Mississippi—Thad B. Lampton, president, 
Capital National Bank, Jackson. 

Missouri—Thornton Cooke, president, Co- 
lumbia National Bank, Kansas City, Mo., 
chairman. 

Montana—T. O. Hammond, vice-presi- 
dent, Montana Trust & Savings Bank, He- 
lena. 

Nebraska—James F. O’Donnell, cashier, 
Nebraska State Bank, O’Neill. 
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Nevada—Charles H. Mapes, president, 
Washoe County Bank, Reno. 

New Hampshire—Harold A. Holbrook, 
cashier, First National Bank, Manchester. 

New Jersey—Wessels Van Blarcom, vice- 
president, Second National Bank, Paterson. 

New Mexico—W. A. Losey, cashier, First 
National Bank, Hagerman. 

New York—William K. Payne, president, 
Cayuga County National Bank, Auburn. 

North Carolina—John F. Wily, president, 
Fidelity Bank, Durham. 

North Dakota—H. T. Graves, president, 
James River National Bank, Jamestown. 

Ohio—Charles W. Dupuis, president, Citi- 
zens National Bank & Trust Co., Cincinnati. 

Oklahoma—William Mee, president, Se- 
curity National Bank, Oklahoma City. 

Oregon—E. C. Sammons, vice-president, 
United States National Bank, Portland. 

Pennsylvania—C. P. Blinn, Jr., vice-presi- 
dent, Philadelphia-Girard National Bank, 
Philadelphia. 

Rhode Island—J. Cunliffe Bullock, vice- 
president, Industrial Trust Co., Providence. 

South Carolina—C. H. Yates, vice-presi- 
dent, Bank of Camden, Camden. 

South Dakota—A. Kopperud, president, 
Esmond State Bank, Esmond. 

Tennessee—Joseph P. Gaut, president, 
Holston National Bank, Knoxville. 

Texas—P. A. Murray, cashier, Victoria 
Bank & Trust Co., Victoria. 
. Utah—L. H. Farnsworth, chairman of 
board, Walker Bros., Bankers, Salt Lake 
City. 

Vermont—J. E. McCarten, president, Na- 
tional Bank of Newport, Newport. 

Virginia—Carroll Pierce, president, Citi- 
zens National Bank, Alexandria. 

Washington—R. M. Hardy, president, 
Yakima National Bank, Yakima. 

West Virginia—Oscar C. Wilt, cashier, 
Empire National Bank, Clarksburg. 

Wisconsin—L. Albert Karel, president, 
State Bank of Kewaunee, Kewaunee. 

Wyoming—S. Conant Parks, president, 
First National Bank, Lander. 


Special Committee on Federal Taxation 


Charles P. Blinn, Jr., vice-president, Phila- 
delphia-Girard National Bank, Philadelphia, 
chairman. 

Howard Bissell, president, Peoples Bank, 
Buffalo, N. Y. 

H. C. Carr, vice-president, Bank of Italy 
National Trust & Savings Association, San 
Francisco, Cal. 

Ben Johnson, president, Commercial Na- 
tional Bank, Shreveport, La. 

P. D. Houston, chairman of board, Amer- 
ican National Bank, Nashville, Tenn. 

Edgar L. Mattson, vice-president, Midiand 
National Bank & Trust Co., Minneapolis, 
Minn. 

Waldo Newcomer, chairman of board, 
Baltimore Trust Co., Baltimore, Md. 

Ben S. Paulen, president, Wilson County 
Bank, Fredonia, Kan. 


Vice-Presidents for Foreign Countries 


Canada—Sir Joseph Flavelle, Bart, presi- 
dent, National Trust Co., Toronto. 

China—Frank J. Raven, president, Amer- 
~_ Oriental Banking Corporation, Shang- 

ai. 

Cuba—William I. Quealy, manager, Chase 
National Bank of New York, Havana. 


dives three-fold 
PROTECTION 


Check protection at three vital points is pro- 
vided by Safeguard—automatically, unfailingly! 

It is literally true that ‘‘ Yow can’t be Careless 
with a Safeguard!”’ 


Writes EXACT Amount in WORDS. 


AUTOMATICALLY protects Payee’s Name. 


‘he same operation that writes out the amount in acid proof red 
ink, shreds the Payee’s Name and the amount as written in fig- 
ures. be Careless witha Safeguard. ”’ 


Amount is ALWAYS written in ONE line, full 
width of check; eliminates danger of raising 
by additions. 

Manufactured by 


SAFEGUARD CHECK WRITER CORP. 
5 BEEKMAN STREET et NEW YORK 


now presents 


SPEED MODEL 


the fastest check writ- 
ing machine ever 
devised to give com- 
plete protection. 


Ask for Demonstration 
at leading Stationers 
and Office Equipment 
Dealers. 
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120,000 
Credit Files 


The officers of this insti- 
tution have at their com- 
mand 120,000 up-to-date 
credit files, covering sever- 
al times that many names 
in all lines of business in 
all sections of the country 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 


RESOURCES HALF A BILLION—AND MORG 


Guatemala—George B. Soto, director, 
Banco Colombiano, Guatemala. 

Isle of Pines—John A. Miller, president, 
National Bank & Trust Co., Nueva Gerona, 

Mexico—G. Calderon, manager, Banco de 
Londres y Mexico, S. A., Mexico City. 

Panama—A. Delvalle, president, Banco 
Nacional, Panama. 


Members at Large of Executive Council 


Thornton Cooke, president, Columbia Na- 
tional Bank, Kansas City, Mo. 

J. Elwood Cox, president, Commercial 
National Bank, High Point, N. C. 

A. P. Giannini, Chairman Advisory Com- 
mittee, Bank of Italy National Trust & Say- 
ings Association, San Francisco, Cal. 

Harry J. Haas, vice-president, First Na- 
tional Bank, Philadelphia, Pa. 

F. M. Law, vice-president, First National 
Bank, Houston, Texas. 


Foundation Trustees 


1 Year— Leonard P. Ayres, vice-presi- 
dent, Cleveland Trust Co., Cleveland, Ohio. 

4 Years—Lewis E. Pierson, chairman of 
board, American Exchange Irving Trust Co., 
New York, N. Y. 

2 Years—Francis H. Sisson, vice-presi- 
dent, Guaranty Trust Co., New York, N. Y. 

5 Years—J. H. Puelicher, president, Mar- 
shall & Ilsley Bank, Milwaukee, Wis. 

Years—Evans Woollen, president, 
Fletcher Savings & Trust Co., Indianapolis, 
Ind. 

6 Years—To be appointed later. 

Ex-officio members are the President, 
First and Second Vice-presidents, the Ex- 
ecutive Manager of the American Bankers 
Association, and the Educational Director of 
American Institute of Banking; Secretary, 
W. Espey Albig, Deputy Manager of 
American Bankers Association. 


Insurance Committee 


W. F. Keyser, secretary, Missouri Bank- 
ers Association, Sedalia, Mo., Chairman. 

Charles H. Deppe, vice-president, Fifth 
Third Union Trust Co., Cincinnati, Ohio. 

Charles A. Faircloth, president, National 
City Bank, Tampa, Fla. 

W. P. Gardner, vice-president, New Jer- 
sey Title Guarantee & Trust Co., Jersey 
City, N. J. 

N. P. Gatling, vice-president, Chatham 
Phenix National Bank & Trust Co., New 
York. 

Advisory Member—Thomas B. Paton, 
General Counsel, 110 East 42nd Street, New 
York, N. Y. 

Secretary—James E. Baum, Deputy Man- 
ager, American Bankers Association, 110 
East 42nd Street, New York, N. Y. 


Agricultural Commission 


Burton M. Smith, president, Bank of 
North Lake, North Lake, Wis., Chairman. 

C. M. Smith, president, Marble Savings 
Bank, Rutland, Vt. 

William K. Payne, president, Cayuga 
County National Bank, Auburn, N. Y. 

Charles H. Laird, Jr., vice-president, West 
Jersey Trust Co., Camden, N. J. 

R. D. Sneath, president, Commercial Na- 
tional Bank, Tiffin, Ohio. 

J. Elwood Cox, president, Commercial Na-- 
tional Bank, High Point, N. C. 
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H. Lane Young, executive manager, Citi- 
zens & Southern Bank, Atlanta, Ga. 

F. C. Dorsey, vice-president, Liberty In- 
surance Bank, Louisville, Ky. 

Fred A. Irish, vice-president, First Na- 
tional Bank, Fargo, N. D. 

Peter W. Goebel, chairman of board, 
Commercial National Bank, Kansas City, 
Kan. 

P. B. Doty, president, First National Bank, 
Beaumont, Tex. 

C. C. Colt, vice-president, First National 
Bank, Portland, Ore. 


Advisory Council of the Agricultural 
Commission 


W. R. Dodson, dean, College of Agricul- 
ture, Louisiana State University, Baton 
Rouge, La. 

F. D. Farrell, president, Kansas Agricul- 
tural College, Manhattan, Kan. 

Dr. H. A. Morgan, president, University 
of Tennessee, Knoxville, Tenn. 

H. L. Russell, dean, College of Agricul- 
ture, University of Wisconsin, Madison, Wis. 


Commerce and Marine Commission 


Fred I. Kent, vice-president, 
Trust Co., New York, Chairman. 

W. S. Bucklin, president, National Shaw- 
mut Bank, Boston, Mass. 

Earl S. Gwin, president, Lincoln Bank & 
Trust Co., Louisville, Ky. 

L. E. Jones, president, 
Bank, Philadelphia, Pa. 

J. R. Kraus, vice-president and executive 
manager, The Union Trust Co., Cleveland, 
Ohio. 

C. C. Nottingham, vice-president, First 
National Bank, Chattanooga, Tenn. 

John McHugh, president, Chase National 
Bank, New York, N. Y. 

Robert F. Maddox, chairman of board, 
Atlanta & Lowry National Bank, Atlanta, 
Ga. 

Charles B. Mills, president, Midland Na- 
tional Bank, Minneapolis, Minn. 

Lewis E. Pierson, chairman of board, 
American Exchange Irving Trust Co., New 
York, N. Y. 

Charles H. Sabin, chairman of board, 
Guaranty Trust Co., New York, N. Y. 

Rome C. Stephenson, vice-president, St. 
Joseph County Savings Bank, South Bend, 
Ind. 

J. R. Washburn, vice-president, Continen- 
tal & Commercial National Bank, Chicago, 
Ill. 

F. O. Watts, president, First National 
Bank, St. Louis, Mo. 

L. M. McDonald, president, Commercial 
National Trust & Savings Bank, Los Ange- 
les, Cal. 

Secretary—W. Espey Albig, Deputy Man- 
ager, American Bankers Association, 110 
East 42nd Street, New York, N. Y. 


Bankers 


First National 


Economic Policy Commission 


Evans Woollen, president, Fletcher Sav- 
ings & Trust Co., Indianapolis, Ind., chair- 
man. 

Paul M. Warburg, chairman of board, 
Acceptance Bank, New York, 
v. 

Nathan Adams, president, American Ex- 
change National Bank, Dallas, Tex. 
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The growing bond 


between Life Insurance and 


Trust Companies 


The advertisement re- 
produced here is one 
of aseries the purpose 
of which is to inform 
the public about the 
value of trust com- 
pany service inlife in- 
surance settlements. 


Appoint a reliable trust company 
or bank to act as trustee of your 
life insurance 


A FEW of the mutual interests of 
Life Insurance and Trust Com- 
panies are as follows: 
1. Both institutions serve the public 


2. Both encourage people to save money 

3. Both provide for the wise investment of 
savings 

4. Both assist people to leave solvent 
estates 


5. Both provide old age funds 
Life insurance companies realize that 
their responsibility does not cease the 
moment a man’s widow is paid $5,000 
or $50,000 or whatever the amount of 
the insurance may be. It is of utmost 


importance that this money be 
wisely invested. For if it is dissipated 
in a year or two or lost in speculative 
investments, the whole purpose of 
life insurance fails. 

The Phoenix Mutual Life Insurance 
Company realizes this responsibility. 
Side by side with its own income 
settlement plans this company is 
presenting the advantages of the 
Life Insurance Trust to thoughtful 
people and impartially recom- 
mending whichever plan is best 
suited to their needs. 


G) PHOENIX MUTUAL 


LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 
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Three Commissions in 
Eleven Years from the 
Same Client. 


The illustration shows a unified group 
of buildings erected for the Exchange 
National Bank of Tulsa—the remarkable 
growth of this institution necessitating 
two additions to the first structure. 


The three units, designed and constructed 
at different times, have been so skillfully 
coordinated that no division of the struc- 
tures is visible. 


9, 
32 


ae 
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Three commissions 
in eleven years from 
the same institution 
indicates complete 
satisfaction in our 
Architectural 
Engineering 
and 
Construction Management 
SERVIC. 


ste. 


WEARY AND ALFORD COMPANY 


BANK AND OFFICE BUILDINGS 
1923 CALUMET AVENUE 
CHICAGO 


ats 


iE 


ate 


— 
ates 


>> 


Leonard P. Ayres, vice-president, Cleve- 
land Trust Co., Cleveland, Ohio. 

Edward Elliott. vice-president, Security 
Trust & Savings Bank, Los Angeles, Cal, 

Walter W. Head, president, Omaha Na- 
tional Bank, Omaha, Neb. 

Rudolf S. Hecht, president, Hibernia Bank 
& Trust Co., New Orleans, La., Vice-Chair- 
man. 

Walter Lichtenstein, executive secretary, 
First National Bank, Chicago, III. 

Max B. Nahm, vice-president, Citizens 
National Bank, Bowling Green, Ky. 

George E. Roberts, vice-president, Na- 
tional City Bank, New York, N. Y. 

H. M. Robinson, president, Los Angeles 
First National Trust & Savings Bank, Los 
Angeles, Cal. 

Charles A. Hinsch, president, Fifth Third 
Union Trust Co., Cincinnati, Ohio. 


Public Education Commission 


C. W. Allendoerfer, vice-president, First 
National Bank, Kansas City, Mo. 

J. H. Puelicher, president, Marshall & 
Ilsley Bank, Milwaukee, Wis., Chairman. 

Rudolf S. Hecht, president, Hibernia Bank 
& Trust Co., New Orleans, La. 

Donnelly P. McDonald, People’s Trust & 
Savings Co., Fort Wayne, Ind. 

Russell G. Smith, Bank of Italy National 
Trust & Savings Association, San Francisco, 
Cal. 

Frank M. Totton, Chase National Bank, 
New York. 

C. F. Zimmermann, secretary, Pennsyl- 
vania Bankers Association, Huntingdon, Pa. 

Secretary—Richard W. Hill, 110 East 
42nd Street, New York. 


Public Relations Commission 


Charles Cason, vice-president, Chemical 
National Bank, New York, N. Y., Chairman. 

M. E. Holderness, vice-president, First 
National Bank, St. Louis, Mo., Vice-Chair- 
man. 

William G. Edens, vice-president, Central 
Trust Co. of Illinois, Chicago, III. 

Arthur W. Loasby, president, Equitable 
Trust Co., New York. 

W. R. Morehouse, vice-president, Secur- 
ity Trust & Savings Bank, Los Angeles, 
Cal. 

Edwin R. Rooney, vice-president, First 
National Bank, Boston, Mass. 

Francis H. Sisson, vice-president, Guar- 
anty Trust Co., New York. 

J. Arthur House, president, Guardian 
Trust Co., Cleveland, Ohio. 

W. W. Woodson, president, First National 
Bank, Waco, Tex. 

Director—Gurden Edwards, 110 East 42nd 
Street, New York, N. Y. 


Vice Presidents for Territories 


Alaska—John Muller, president, First 
Bank of Cordova, Cordova. 

Canal Zone—George S. Schaeffer, man- 
ager, Chase National Bank, Cristobal. 

Hawaii—W. F. Frear, president, Bishop 
Trust Co., Honolulu. 

Philippine Islands—C. F. Drexel, manager, 
Bank of the Philippine Islands, Zamboanga. 
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How the Southland Entertained 


HE hospitality for which the South- 

west is famous was lavishly demon- 

onstrated by the bankers of Houston 
and Texas in their entertainment of the 
4000 bankers in attendance at the fifty-third 
annual convention of the American Bankers 
Association. 

From the time that the delegates and their 
families arrived at the railroad stations, 
where hundreds of private automobiles were 
present to transport them to their hotels, 
to the hour of their departure, they were 
shown personal courtesies and entertained 
graciously by the bankers and citizens of 
Houston. The visitors were welcomed into 
the homes of the Houstonians and showered 
with that hospitality which is a traditional 
part of the Southwest. 

A fleet of several hundred automobiles 
sped over the broad thoroughfares of Hous- 
ton and out into its many residential parks 
and outlying districts on the Sunday after- 
noon prior to the opening of the conven- 
tion, because the Houstonians wanted the 
visitors to see their town and its handsome 
homes. That evening the negro spirituals 
and folk songs were sung at a concert given 
by a mixed chorus from the Prairie View 
Normal School at the City Auditorium. The 
immense audience enthusiastically received 
the splendid program presented by the school 
and was emphatic in the praise of the 
school’s proficiency in music. 

A smart hotel, The Lamar, was the scene 
of a reception for the visiting ladies on 
Monday afternoon, and a reception was given 
in honor of the President of the American 
Bankers Association later. That evening 
a special performance of the Ziegfeld Fol- 
lies was given in the Auditorium, where the 
visiting thousands were guests of the Hous- 
ton banks. 

A lawn party for the ladies at “Shady Side,” 


the beautiful country estate of J. S. Culli- 
nan, was one of the events of Wednesday 
afternoon, while the grand ball, the crown- 
ing social event of the week, was given on 
Wednesday night at the City Auditorium. 
Several hundred couples might be seen 
dancing on the spacious and smooth floor 
of the Auditorium or partaking of the re- 
freshments that were served to the guests 
during the intermissions. 

All of Houston is interested in and proud 
of its ship channel, through which the com- 
merce of the seven seas comes up from the 
Gulf, fifty miles away, to the very doors 
of the city—by which also cotton and other 
products of a veritable empire are loaded 
directly upon ocean-going ships for all the 
ports of the world. The final event on the 
formal program of entertainment, there- 
fore, naturally came in the nature of a trip 
to this engineering triumph, and an excur- 
sion down the channel on two large Ship- 
ping Board vessels. 

As a part of the entertainment program, 
this excursion was a pleasant and an en- 
joyable diversion, but as a lesson in commu- 
nity enterprise, in what old-fashioned North- 
ern folks are wont to call “git-up-and-git,” 
it was an even greater success, for the 
visitors were immensely impressed with. the 
results that have flowed in abundance from 
the construction of the ship channel. By 
virtue of it, Houston is a real.seaport city, 
with a fleet of ships constantly loading and 
unloading at its wharves, and teeming also 
with all the big and small commercial and 
industrial adjuncts that always find their 
opportunity in centers of transportation. 

With boundless acres of fertile soil, a sub- 
tropical climate, initiative, enterprise and 
financial daring, and a highway to all of 


(Continued on page 402) 


Official Notice 


(STATEMENT OF THE OWNERSHIP, MANAGEMENT, CIRCULATION, Etc., REQUIRED By THE AcT oF CONGRESS 
or Aucust 24, 1912, of the AMERICAN BANKERS ASSOCIATION JOURNAL, published monthly at New York, 
N. Y., for October 1, 1927. 


{State of New York, county of New York, ss. Before me, a ey Public in and for the State and 
county aforesaid, personally appeared James E. Clark, who, having been duly sworn according to law, 
deposes and says that he is the editor of the AMERICAN BANKERS ASSOCIATION JoURNAL and that the 
following is, to the best of his knowledge and belief, a true statement of the ownership, management (and 
if a daily paper, the circulation), etc., of the aforesaid publication for the date shown in the above caption, 
required by the Act of August 24, 1912, embodied in section 411, Postal Laws and Regulations, printed 
on the reverse of this form, to wit: 

41. That the names and addresses of the publisher, editor, managing editor, and business managers are: 
Publisher, F. N. Shepherd, 110 East 42nd Street, New York, N. Y.; editor, James E. Clark, 110 East 42nd 
Street, New York, N. Y.; managing editor, none; business manager, James E. Clark, 110 East 42nd 
Street, New York, N. Y. 
12. That the owner is: (If owned by a corporation, its name and address must be stated and also 
immediately thereunder the names and addresses of stockholders owning or holding one per cent or more 
of total amount of stock. If not owned by a corporation the names and addresses of the individual 
owners must be given. If owned by a firm, company, or other unincorporated concern, its name and 
address, as well as those of each individual member, must be given): The American Bankers Association, 
110 East 42nd Street, New York, N. Y. (A voluntary, unincorporated association of banks: Melvin A. 
Traylor, First Trust and Savings Bank, Chicago, IIl., president, and Fred N. Shepherd, 110 East 42nd 
Street, New York, N. Y., executive manager.) 

13. That the known bondholders, mortgagees, and other security holders owning or holding 1 per cent 
or more of total amount of bonds, mortgages, or other securities are: None. 

14. That the two paragraphs next above, giving the names of the owners, stockholders, and security 
holders, if any, contain not only the list of stockholders and security holders as they appear upon the 
books of the company but also in cases where the stockholder or security holder appears upon the books 
of the company as trustee or in any other fiduciary relation, the name of the person or corporation for 
whom such trustee is acting, is given; also that the said two paragraphs contain statements embracing 
affant’s full knowledge and belief as to the circumstances and conditions under which stockholders and 
security holders who do not appear upon the books of the company as trustees, hold stock and securities 
in a capacity other than that of a bona fide owner; and this affiant has no reason to believe that any other 
Person, association, or corporation has any interest direct or indirect in the said stock, bonds, or other 
securities than as so stated by him. 

, That the average number of copies of each issue of this publication sold or distributed, through the 
mails or otherwise, to paid subscribers during the six months preceding the date shown above is. .—— 
(This information is required from daily publications only.) 

JAMES E. CLARK 


Editor. 
Sworn to and subscribed before me this 16th day of September, 1927. 
(My commission expires March 30, 1929.) [SEAL] Lucille P. Gropp, Notary Public. 
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T is the obligation of 

every bank to be se- 
cured against loss which 
may in any way imperil the 
funds of its depositors. Our 
Banker's Blanket Bond af- 
fords protection—our re- 
sources pay your loss. 


May we have our agent in 
your city give you the facts? 


United States Fidelity 
and Guaranty 


Company. 


BALTIMORE, MARYLAND 


Over 7,500 Branches and Agencies 
in United States and Canada 
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STATEMENT OF CONDITION 
At the close of business, October 10, 1927 


ASSETS 


Loans and Discounts . 
U.S. Bonds and Certificates 


Other Bonds and Investments . 


Banking House 
Cash and due from Banks . 
Other Assets . 


$123,825,067.69 
6,372,368.88 

—:12,377,161.03 
1,500,000.00 
12,251,563.63 
39,407,362.92 

439,950.67 


$196,173,474.82 


LIABILITIES 


Capital Stock . 


Surplus . 
Undivided Profits 


Circulation. 
Acceptances 
Other Liabilities . 
Deposits: 
Individuals . 
Banks . 


$ 5,000,000.00 
17,500,000.00 
‘ 1,454,112.68 


Reserved: Taxes, Interest, etc. . 


$23,954,112.68 
839,121.36 
349,997.50 
15,764,299.76 
40,668.66 


$112,290,080.28 
 42,935,194.58 


155,225,274.86 


$196, 173,474.82 


CHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 


Entertainment 
(Continued from page 401) 


the world at its doors, Houston, and that 
whole section of Texas. has indeed reason 
to be proud., Besides the vessels of com- 
merce there were in the channel during the 
visit of the bankers several naval vessels 
holding open house for the visitors. 

The voyageurs disembarked to return by 
special trains to the city. 

A golf tournament was conducted on Fri- 
day over the links of the Houston Country 
Club for those who are devotees of the 
. Scotch national game. 

Many of the delegates and other visitors 
to the convention had their first taste of 
Southland hospitality at Dallas, Tex., where 
arrangements had been .made for several 
special trains to stop. The Dallas Clearing 


House Association, of which R. L. Thorn- 
ton is president, had a fleet of automobiles 
in waiting and took the visitors to the 
Adolphus Hotel. Later they were taken to 
the State Fair grounds, to spend the after- 
noon at a great football game, the pre- 
sentation of the opera “Moritz” in the com- 


-modious and fully equipped theater on the 


Fair grounds, or to regale themselves with 
the innumerable attractions of the Fair it- 
self. There was a reception for the ladies 
and a smoker for the men after the Fair, 
and in the evening all visitors were guests 
of the Dallas bankers at a banquet, which 
was one of the finest of all the features in 
connection with the convention. Dallas en- 
deared itself to everyone who had the good 
fortune to be its guest for the day. 

It seemed that all cities along the route 
leading to the convention were anxious to 


entertain the transient bankers. New Or- 
leans, St. Louis and Nashville entertained 
several hundred delegates on the Saturday 
preceding the convention. 

The four special trains from Chicago 
stopped near Biloxi to visit the new Fdge- 
water Gulf Hotel and to motor over the 
smooth shell road along the Gulf coast to 
Pass Christian, where all of the visitors 
were the guests of Rudolf Hecht at his 
Japanese Garden at a breakfast and tea 
party. Proceeding to New Orleans, the 
visiting bankers boarded a steamer during 
the afternoon and inspected the harbor and 
the new Industrial Ship Canal, the voyage 
ending at the Southern Yacht Club, where 
the New Orleans bankers entertained their 
guests at a banquet and dance. The bankers 
from the Southeast joined the delegation at 
New Orleans and enjoyed the hospitality. 


Should There Be a Limit 
(Continued from page 363) 


furnish the best of everything usually em- 
ploy their own organization for sales and 
distribution and cannot offer an overwriting 
commission to the bankers’ association. When 
such a commission is involved there is al- 
ways a troublesome question of whether 
this commission should accrue to the asso- 
ciation or should be passed on to the mem- 
ber bank. In any event, the possibilities of 
commercial disputes are too numerous to 
recommend the department-store idea for 
general adoption by bankers’ associations. 
There is one conspicuous exception to this 
rule and there may be other exceptions. The 
one conspicuous exception is the operation 
of an insurance agency as a part of the as- 
sociation work. In many states the interest 
of the member bank is best served by the 
operation of an insurance agency, and when 
this condition exists insurance is automat- 
ically transformed from a_ miscellaneous 
function to a primary function. Many 
country banks do business in a _ town 
where no regular insurance agency exists, 
and such banks have no source from 
which to obtain advice on contracts, cover- 
age, etc., except through the bankers’ asso- 
ciation of their state. This is a complicated 
subject requiring the study of experts and 
expert advice is of primary importance in 
the buying of insurance by a bank. 

The commercial aspects of other business 
transactions between the bankers’ associa- 
tion and its members are absent in the pur- 
chase and sale of insurance because insur- 
ance rates are standardized and are on the 
same level whether placed through the as- 
sociation or through an outside agency. 


Trust Company Resources 


NEW high level of resources of the 

trust companies of the United States 
amounting to $20,480,000,000 was reported 
to the Trust Company Division at the Hous- 
ton convention by the United States Mort- 
gage & Trust Company, of New York. The 
deposits of the trust companies are in excess 
of $16,800,000,000. Both totals are consid- 
erably more than double these of ten years 
ago. 

Six states—New York, Pennsylvania, IIli- 
nois, Ohio, California and New Jersey— 
have resources of more than $1,000,000,000 
each. 
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How to Use 
(Continued from page 333) 


has satisfied the credit officer so far as their 
values are concerned, and he has satisfied 
himself regarding the other items on the 
balance sheet, including, of course, earn- 
ings and also including the-current ratio of 
assets to liabilities, he has a very definite 
idea of the actual financial condition of the 
company. 

I do not know how other bankers feel 
about it but personally I feel that he is just 
one-third through with his work.as he has 
two other problems to solve. First, he must 
satisfy himself as best he can as to the 
future economic conditions, which are going 
to affect the particular transaction which he 
is endeavoring to finance. How are we go- 
ing to gage the future? We have only one 
measure, naturally, and that is by study of 
the past. The pendulum swings both ways. 
But it seems to me that a careful study of 
the record of the particular applicant over 
a definite period of time, combined with a 


real knowledge of economic conditions gen- 


erally, plus a knowledge of the conditions 
which are affecting this particular applicant, 
will do two things. It will give the banker 
a basis upon which to formulate a fairly 
sound judgment relative to future condi- 
tions affecting this transaction, and, second, 
it will give him a fairly clear indication of 
the capacity. of the personnel of the credit 
applicant. 


Acid Test of Honesty 


UPPOSING that the financial statement 
does show the condition of this particu- 
lar applicant is sound, and assuming the 
credit officer has fairly satisfied himself that 
the personnel of the applicant has capacity, 
is he then in a position to render an abso- 
lutely sound judgment,'so far as the exten- 
sion or refusal of credit is concerned? I 
do not know how other bankers feel about 
it, but I say no. I maintain that he has 
still failed to investigate what to me is the 
most important factor of the entire credit 
investigation, namely, the character and in- 
tegrity of the personnel of that credit ap- 
plicant. The very word “credit” implies 
credulity, worthiness, honesty, integrity. 
How are we going to analyze these intangi- 
ble elements and assess them at their true 
value? I am perfectly frank to admit that 
it requires almost genius of the type that 
can read the mind of man, but nevertheless 
it should be done. At this juncture, I am 
going to make a statement that I regret to 
make but I am venturing it because I be- 
lieve it to be true, and I believe that the 
majority of you will agree with me. It is 
this: The majority of business men today 
are outwardly honest only because there has 
never been an occasion when their honesty 
has received a real acid test. The man who 
is fundamentally honest is the man who, 
when faced with business disaster, accepts 
his misfortune like a cross, but does not 
permit it to crush his fine moral fibre. 
How many men there are of this particu- 
lar type among the millions, bankers know. 
Desperation has driven many so-called hon- 
est men to dishonesty over night. Their 
false vanity and foolish pride when they are 
faced with business disaster has caused them 
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FEDERAL COMMERCIAL AND SAVINGS BANK 
PORT HURON, MICHIGAN 


HE foundations 


and steel 


frame of the above building 


have been designed to carry 


additional floors of offices which' 
will be added when required 
and at a minimum of expense. 


Too—the attractive corner shop 
will yield a substantial return 
and provide for expansion of 


the banking room at a later 
date. 


UFFINGER, FOSTER & BOOKWALTER 


INCORPORATED 
FORMERLY 
MOWBRAY G&G UFFINGER 


INCORPORATED 
ARCHITECTS 
BANK EQUIPMENT & VAULT ENGINEERS 
221 WEST 57T# STREET 
NEW YORK 


to lose their sense of fair play, with the 
ultimate result that we find them listed un- 
der the category where they should have 
been listed from the start, that of the dis- 
honest debtor. 

How this problem is going to be solved 
I am perfectly frank to admit is a question 
to me, because whatever conclusion we may 
draw from the facts available must be weak 
because our facts are weak. Naturally, the 
only means apparent upon which to base our 
conclusion are history and record of the 
conduct of the particular individual so far 
as his friends and business associates and 
the community where he resides are con- 
cerned, but it seems to me that these facts 
should be investigated with the utmost vigor. 


The world today is heralding Socrates and 
Plato and Aristotle as great because of their 
illuminating metaphysical essays on the mind 
of man. I believe the greatest philosopher 
is yet to come, and when he does appear he 
will be found to be a banker who has had 
the ability to put in print his conceptions of 
the workings of the human mind as he has 
found them disclosed to him in his daily 
contact with debtors. Such a philosophy 
would be a revelation to the Bacons and 
Spinozas and even to our present-day phil- 
osophers, because it would disclose ultimate 
reasonings which these great men never 
even dreamed of. 

It has been said—and I agree with the 
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IME TESTED policies 
are a sure guide to 


financial success. 


The 


First National Bank in 
Detroit with 64 years of 
experience has developed 
alert, progressive policies 
which today are your 
assurance of a safe and 
satisfactory banking 
connection. 


ow 


FIRST NATIONAL BANK 


CENTRAL SAVINGS BANK 


FIRST NATIONAL COMPANY 
OF DETROIT, INC. 


statement—that the greatest bankers today 
are the men who have had the vision and 
the ability and the courage to select and 
foster and finance honest and_ successful 
business men whose credits have been ex- 
tended on the basis of character and ca- 
pacity and integrity rather than upon assets. 

While the financial statement furnishes a 
sound and scientific method for the investi- 
gation of the financial status of a credit ap- 
plicant, bankers must never forget that the 
financial statement is not conclusive in it- 
self, and that we must go over and beyond 
the statement to find evidence of that great- 
est keystone of all credits, character. With- 
out character and integrity in the individual, 
the financial statement is of small use, re- 
gardless of the ratio of assets and liabilities. 


Savings Bank Division 
(Continued from page 334) 


Division for the coming year. Other offi- 
cers, nominated by a committee consisting of 
A. C. Robinson, chairman; H. H. Reinhard 
and Howard Moran, were elected as fol- 
lows: 

Vice-president, Taylor R. Durham, vice- 
president of the Chattanooga Savings Bank 


and Trust Co., Chattanooga, Tenn.; Execu- - 


tive Committee, to serve until 1930: Arian 
W. Converse, vice-president and cashier of 
the First Trust and Savings Bank, Chicago; 
Henry R. Kinsey, comptroller, Williamsburg 
Savings Bank, Brooklyn, and Louis Betz, 
treasurer of the State Savings Bank, St. 
Paul, Minn. 


New Responsibilities 
(Continued from page 328) 


but I have found that some very able bank- 
ers in starting to build up an investment ac- 
count have restricted themselves to bonds of 
approximately five year maturity for 20 per 
cent of what they might expect their invest- 
ment account ultimately to be. The other 80 
per cent is put into municipals and corpora- 
tion bonds of a shorter maturity or those 
that have been called. 

The second year about 20 per cent is put 
into approximately five-year maturities and 
60 per cent in short term obligations, and 
so on into the third and fourth years. 

At the end of that time they have 20 per 
cent of these bonds maturing each year, and 
have an automatic, revolving investment ac- 
count, 

This plan, of course, may be extended to 
longer maturities with the same general prin- 
ciple in mind. 

Banks will always find a commercial mar- 
ket for its one, two and three year maturi- 
ties because they rightly fall into the class 
of prime, short time paper. And with its 
maturities current, it should be able to cash 
in on short notice, if necessary, 80 per cent 
of its investment account, if indeed not 100 
per cent. 


Marketability Necessary 


IQUIDITY, of course, ties in with the 
matter of marketability. Even though 
maturity dates are well planned, something 
unforeseen may happen that will cause us 
to need funds. If we do not have commer- 
cial paper maturing at that time, we have to 
dispose of some of our security holdings. 
Sometimes we even have to dispose of them 
without making a profit, but the point is 
that when we have to sell we should be able 
to sell. Frequently, listed securities are the 
most marketable investment securities. On 
the larger exchanges, such as New York and 
Chicago, there are usually buyers for the 
securities offered. Listing on such exchanges 
is then an indication of marketability, but is 
not an infallible indication. Sometimes listed 
securities move very slowly. Sometimes trade 
in unlisted securities is very active. In other 
words, there is no ready-made formula to 
guide us in our testing of a security for mar- 
ketability, and herein lies another of our 
problems in discharging our obligation to 
safeguard depositors. 

Frankly, I have come to feel that the in- 
clusion of some commercial paper in our 
secondary reserve program is ordinarily very 
desirable. Just how big a proportion of com- 
mercial paper I cannot say. That is a matter 
for individual judgment. 

In the fall of 1924, when money rates were 
unseasonally easy, due in part to the open- 
market purchases of governments and bank- 
ers’ acceptances by the reserve banks, many 
banks throughout the country found it diffi- 
cult to do much more than cover expenses. 
They were particularly interested in yield 
and disinclined to give proper consideration 
to liquidity. 

The feeling was perfectly natural, and was 
one that bond salesmen could have used to 
considerable advantage, but many*of the 
bankers I know felt that it would be un- 
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wise, even under such conditions, to give 
over the standard of liquidity. 


New Challenge to be Met 


ND so, under changed conditions of com- 

mercial banking that have been due in 
part to the Federal Reserve System, that 
have been due in part to the tremendous in- 
flow of gold from abroad, that have been 
due to the building up of enormous cor- 
porate surpluses, that have been due to a 
hundred and one other causes—many of us 
who were jogging along comfortably, mak- 
ing short time commercial loans, find that 
we have new problems thrown at us for the 
employment of our funds, whether we will 
or no. 

The old obligation continues; that is, to 
safeguard depositors. But under changed 
conditions we have become security buyers. 
We are investing part of our bank funds in 
securities as a secondary reserve. We are 
asked to buy securities for customers and 
give them investment counsel. And whether 
we like it or not, in the discharge of these 
obligations we must know about securities. 

In the investment of our banking funds, 
we must consider marketability, liquidating 
maturity dates, as well as price and yield. 
It is not enough to know what security mar- 
kets are doing generally; we must know the 
facts as to each security that we consider. 
And frankly, gentlemen, there is no ready- 
made rule that we can follow. We must 
have connections such that we can get at 
the facts behind securities, and we must learn 
how to exercise that same quality of credit 
judgment that we have long been accus- 
tomed to exercise in the case of commercial 
loans. 

Admittedly, the job of forecasting what is 
going to happen five or ten years from now 
is more hazardous than is the task of fore- 
casting what is likely to happen within a 
period of thirty to ninety days, just as it is 
more difficult to forecast the weather for 
1929 than it is to say what the weather will 
be tomorrow. However, the very difficulty 
of this task of exercising credit judgment 
with respect to long time investments is 
merely a challenge to our sources of infor- 
mation and to our intelligence. 


Restoring Banking 


(Continued from page 348) 


United States. One of the important rea- 
sons for this uniformity is that it will ob- 
tain for clearing house practice recognition 
as law merchant by the courts. 

It will not be found possible to secure 
100 per cent membership from all the banks 
in a given district. Banks which will not co- 
operate may at the beginning be omitted un- 
til public opinion compels them to yield. 
Banks which cannot keep reasonable and 
safe standards should not be admitted be- 
cause of the assurance which the association 
extends on behalf of its membership to 
the public. County and city credit bureaus 
as now constituted are invaluable. They are, 
however, but the doorstep to the clearing 
house and should be incorporated within it 
as soon as possible. 

It would appear objectionable to legally 
incorporate such clearing houses or in any 
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Personal Service 


UR wide facilities, not only 
here, but in more than 
100 foreign countries, make this 
an ideal connection for you—one 
characterized by the personal note 
which is never lacking at this 


friendly big bank. 


The Foreman National Bank 


The Foreman Trust and Savings Bank 
La Salle and Washington Streets, Chicago 


RESOURCES EXCEED 100 MILLION DOLLARS 


way deprive them of their voluntary char- 
acter. What we need today is a spirit of 
whole-hearted and eager acquiescence. State 
and national supervision and its compulsions 
has been carried to the extreme limit of 
value. 


All Will Share in Benefits 


HAT we need now is a comparative 

examination in which the conditions 
and details of all the banks within a given 
territory shall be assembled, digested, and 
made the basis of acceptable standards, rec- 
ognized practices, and indicated correctives. 
The best of each will then be made avail- 
able for all. The strength and support of 
all will be made available to each one so 
long as it remains deserving through good 
discipline, good practices, and recognized 
ethics. 


Then antagonists will be eliminated, friend- 
ly intervention provided, the great god fear 
thrown down from his pedestal, the public 
confidence earned and deserved, the commu- 
nities’ credit and financial power truly mo- 
bilized, bank guarantee and other legislative 
nostrums relegated to the museum. 

Then the foundation will be laid for a 
new era in which banking shall come to 
recognition as a learned and ethical profes- 
sion. It will make its mistakes, but will 
know how skillfully to correct them. It 
will have its times of stress, but will be 
fortified against them, and with diversifica- 
tion and diffusion of risk, the possession of 
common counsel and recognized aims of 
skilled service, adequately compensated, we 
shall again come to be proud of our day’s 
work, and the depleted prestige of banking 
will be restored. 
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Put this Defiant Mat of Steel 
Into your Vault 


Epc is no compromise with security in the 

vault protected with this defiant entanglement 
of Steelcrete Armor Mat. It is embedded in roof, 
floor and four walls. Steelcrete provides the only 
complete 3-Point Protection:—(1) cutting flame, (2) 
drill, (3) explosives. 

Before you plan your new banking house, or before 
you remodel, ask your architect to tell you about the 
extra protection, the security for your institution, pro- 
vided by Steelcrete, the world’s most modern vault. 

Send for list of notable Steelcrete 


installations—then “investigate before 
you invest.” 


The Consolidated Expanded Metal Companies 
Steelcrete Building, Wheeling, W. Va. 


Branches: Atlanta, Cleveland, Pittsburgh, New York, 
Boston, Philadelphia, Chicago, Buffalo 
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Condition of Business 
(Continued from page 390) 


York market last month, whose aggregate 
face value is $646,873,000. The smaller is- 
sués of under $5,000,000, whose complete 
tabulation will not be completed until some 
time later, would augment the total by at 


WS 


least $100,000,000. This is exclusive of stock 
issues. 

Since we have been publishing this month- 
ly tabulation, from June, 1926, this volume 
of major issues sets a new record, the pre- 
vious high mark being $558,205,000 in Jan- 
uary, 1927. That month’s number, however, 
was thirty-five. 

Although bond prices have held steady in 


Major Financing in October 


. Issue 
N. Y. Power & Light Corp. 
Central Bank for Agriculture, Germany, sec 
Republic of Poland stabilization ext. s. f 
Government of Brazil, ext. s. f 
Edison Electric Illuminating Co. notes 
Shawinigan Water & Power Co. Ist & col. tr. A 
Philadelphia Electric Co. Ist & ref 
State of Prussia, Germany, ext. s. f 
Shell Pipe Line Corp. s. f. deb. 
Federal Land Bank 
Province of Ontario, Canada, ref 
Canada Cement Co., Ltd. Ist s. f. 
Hearst Publications, Inc., 1st & col. 
. Commerz-und-Privat-Bank, Germany, notes 
Great Northern Railway Co. gen. mtg. E 
Georgia Power Co. Ist & ref. 
West Texas Utilities Co. Ist A 
Continental Oil Co. deb 
Duquesne Light Co. 
Central Bank of German State & Prov. 
sec. s. f. B 
Amer. Natural Gas Corp. s. f. deb 
Morris & Essex RR. Co. Ist & ref 
Paramount Theatres, Allied Owners Corp. 
So. California Gas Co. Ist & re 
City of Los Angeles electric & water works 
State of Illinois highway 
Edgewater Beach 1st 
American Cyanamid Co. s. f. deb 
Agricultural ne Bank, Colombia, s. f 
State of Hamburg, rmany, treas, note part. ctfs 
Investment Co. of America deb. A 
Bankitaly Mtge. Co. Ist coll 
Province of Newfoundland, Canada 


Amount Price Yield 


$66,000,000 


30,000,000 
30,000,000 
29,000,000 
24,000,000 
20,000,000 
20 000,000 
20,000,000 
20,000,000 
18,000,000 
12,500,000 
12,000,000 
10,000,000 


10,000,000 
10,000,000 
9,871,000 
9,500,000 
8,646,000 
6,856,000 
6,000,000 
6,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
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the face of this host of large issues and are 
still around the best level of recent years, 
there is no denying the fact that symptoms 
of the old congestion are returning, and 
that some slowing down in the pace will be 
necessary. The quarterly disbursements of 
dividends and interest naturally supply Oc- 
tober with more funds than the average 
month, and prevailing low rates have made 
it attractive for corporations to float long- 
term obligations even though the proceeds 
are not needed immediately. Numerous is- 
sues are for refunding purposes to replace 
higher coupon bonds called for redemption. 

Two more oil issues are included, $30,- 
000,000 for the Shell Pipe Line Corporation 
and $12,000,000 for Continental Oil Com- 
pany. 

Other large issues of interest are the $47,- 
000,000 Republic of Poland stabilization loan, 
$50,000,000 Central Bank for Agriculture, 
Germany, and $41,500,000 Government of 
Brazil. Also the $66,000,000 New York 
Power and Light Corporation, representing 
a consolidation of several public utilities. 


Start With This Issue 


For banks that have not yet availed them- 
selves of the privilege of group subscrip- 
tions to the JourRNAL for the benefit of their 
officers and employees, it is suggested that 
November is a good issue with which to 
begin. On account of the annual convention 
of the American Bankers Association, this 
issue covers an unusually wide range of 
banking subjects. Subscriptions sent in dur- 
ing the present month should be marked, 
“Begin with the November issue.” 
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General Sessions 
(Continued from page 299) 
occupy the positions of First and Second 


Vice-Presidents. 
“Mighty changes have occurred in this 


country since this Association was born, - 


more than 52 years ago. At that time the 
resources of all the banks of this country 
were less than one-twentieth of what they 
are today. At that time we had a banking 
system far from satisfactory. We now have 
what is considered the greatest banking sys- 
tem ever devised by any people. 


The Changes Wrought 


66 AT that time we were virtually on a 

paper basis, now we possess one-half 
the gold of all the world. At that time we 
owed Europe, now Europe owes us. It is 
comforting to know that in all these changes 
the work of the American Bankers Associa- 
tion has not been alone for its membership, 
but in a larger and better way it has bene- 
fited the nation as a whole. Through all 
those years this organization has stood for 
the finer and better things in our business 
and social life. 

“New problems, new fields of labor ap- 
pear everywhere, and the opportunities for 
service were never greater than they are 
today. If we keep our heads level and our 
judgment sound, the things that this organ- 
ization has done up until now, great as they 
may seem to us, will be small compared to 
what our successors will be doing 50 years 
hence.” 


Other Officers Installed 


66 AS a fellow townsman of your First 

Vice-President,” Mr. Traylor said in 
installing Mr. Hazlewood, “I would be act- 
ing contrary to the dictates of my conscience 
if I did not say that in honoring Craig B. 
Hazlewood I feel that I honored distinctly 
the city of my adoption, and I think I can 
tell you, without the danger of having to 
retract later on, that you have honored your- 
selves.” 

“It has been a great privilege to me to be 
an officer of your Association during the 
past year,” Mr. Hazlewood said, in response. 
“Any official contact with this organization 
will convince one of the great scope and 
magnitude of its operations, principally in 
the three great fields of bank management, 
financial legislation and economic relations. 
In those fields I am convinced there are even 
greater possibilities for study and action. 

“It will be a great privilege during the 
coming year to be associated as an aide to 
this able, clear-thinking man from Tennessee 
you elected President. I know his adminis- 
tration will be an outstanding one, marked 
by sane judgment, fairness and conscientious- 
ness to the best interest of the banking busi- 
ness of America.” 

“The real job in this Association is the 
second vice-presidency,” Mr. Traylor re- 
marked, before introducing Mr. Lonsdale. 
“My experience in that job leads me to be- 
lieve that your Second Vice-President will 
have more fun during the coming year than 
he has had in any one year of his busy, ac- 
tive and happy existence, because, unlike the 


First Vice-President, who has only one man - 


to disagree with and abuse, he has two, 
therefore double the opportunity to see that 
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FREE Executives 


A beautiful sample 
Autopoint Pencil 
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Win Friends— 


Get New Business with this New 
Advertising Medium 


peer contacts aid you in getting new business. Constant 
reminder of your bank and service results in gainful business. 
That’s where Autopoint, the Bakelite Pencil, fits in. Hundreds of 
progressive banks consider it an indispensable part of their business 
building plan. 
Autopoints, with your name imperishably stamped on their barrels, 
keep your message constantly before those you wish to reach. 


These ads never die 


Transitory advertising dies quickly, circulars and form letters find 
the bottom of wastebaskets. Souvenirs are soon discarded. But Auto- 
point remains in prospects’ pockets, om customers’ desks . . . a per- 
petual advertisement that soon pays out in added profits, yet keeps on 
working for you. 

Autopoint is efficient, and thousands of leading businesses have 
found it cuts out waste, is a powerful auxiliary to other forms of 
advertising. 

Read the exclusive features of this famous pencil. Let us send you 
one to use yourself. Your delight with it will give you some idea of 
how your prospects will receive it. 

Send the coupon now for complete information, for list of users, 
prices, and a beautiful sample for yourself. There’s no obligation 
Send coupon today. 


For Bank Executives Only 
AUTOPOINT COMPANY 
4619 Ravenswood Ave., Chicago, III. 


please send sample Auto- 


Without obligation, 
prices, 


point, booklet, sales-building proposition, 


3 Big Features 


(1) Cannot ‘‘jam’'’—protected by pat- 
ent. But one simple moving part. 
Nothing to go wrong. No repairs. 

(2) Bakelite barrel, beautiful 
like, light-weight material. 


(3) Perfect balance—not ‘‘topheavy.’’ 


onyx- 


selfish ambition. We ask ourselves, then, 


these two distinguished superior officers in 
what is selfish ambition? ’Tis a glorious 


rank stick on the job while he writes the 
programs and policies for them to carry cheat; it lifts the humble window of the 
out.” gifted boy and steals in. It lays upon his 


brain a fire that cannot be quenched; it puts 
Mr. Lonsdale’s Acceptance 


into his heart a desire that can never be 
66 ALLOW me to express to you,” said quenched; it puts into his heart a desire that 
Mr. Lonsdale, “my thanks for the 


can never be satisfied. And what is his re- 
honor you have bestowed upon me and the 


ward? The bright, laughing boy that we 
gratitude I feel to you for selecting me to used to know and look upon becomes a cold, 
fill the position I recognize is a sacred trust, 


an opportunity to serve you, the organiza- 
tion and mankind in a larger, fuller way, 
and I shall endeavor to fill it to your satis- 
faction with the very best in me. This I owe 
you as well as myself. 

“Let us guard agairist what might be called 


cynical old man. His relatives and loved 
ones are either neglected or forgotten. The 
head which should adorn the laurels he has 
won becomes gray. The ear which should 
receive the praises becomes deaf and no 
longer hears the merry laugh of children 
and the song of the birds. His eye becomes 


407 

\ 

| 

| the 
Over- 
| i size 
Mode’ 
Autepoin t 
ete. 
! 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Quietly 
Dynamic 


Not recreation alone does Western 
Michigan provide for the nation. 
This significant section leads Amer- 
ica in the production of fine furni- 
ture, furnaces, refrigerators, good 
printing, gypsum products, store 
equipment. 


Industrial and agricultural diversi- 
fication, plus an enlightened labor 
policy, keeps this region unusually 
immune from ordinary economic 
disturbances. 


Seventy-four years of helpful bank- 
ing service have built for the Old 
National a fund of good will which 
makes it a key bank in its territory. 


The Old National 
Company provides a 
discriminating, ever- 
growing clientele 
with seourities and 
investment counsel. 


ch BARE 


dimmed so he no longer sees the beauty of 
nature. He gains all else but love and rec- 
ognition, when love and recognition is all 
he needs, and ere he obtains that elusive re- 
ward, close behind comes death, and he is 
sent tottering to the grave. 

“So, after all, it is that love, that recog- 
nition that comes with a consciousness of 
service, remembering that no man having 
put his hand to the plow and looking back is 
fit for the Kingdom of God.” 


A Happy Event 


HE last event of the Houston conven- 

tion was a happy one—the presentation 

of a handsome silver service to the retiring 
President and his wife. 

Oscar Wells, president of the First Na- 


for 


THE 


OLD NATIONAL 


BANK 


GRAND RAPIDS 
EVER 


tional Bank of Birmingham and a former 
President of the Association, made the pres- 
entation : 

“There is a story of two Southern darkies 
who were passing a graveyard, peering 
through the fence in an effort to read the 
epitaphs upon the tombstones,” he said, after 
a few introductory words. “One could not 
read, and the other was laboriously spelling 
out the language he found thereon. The 
other said, ‘What do it say, big boy?’ 

“The answer was, ‘He says he is not dead, 
but sleeping.’ 

“The reply was, ‘That white man ain’t 
fooling anybody but hisself.’ 

“That is in sharp contrast to the attitude 
of the most recent Past President of your 
Association, who at the outset of this con- 
vention referred to the status of former 
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Presidents as being in a state of ‘engulfing 
obscurity.’ 

“Even though with each recruit the process 
of relegation advances toward a greater con- 
dition of official oblivion, we welcome him 
into the ranks of that unorganized but none 
the less existing body of which there are 
seventeen living members, and we extend our 
good offices to him that he may discharge the 
duties of membership therein to uphold the 
dignity of that organization. 

“There is a practice in this Association to 
give to its retiring President a token, and I 
now, on behalf of the Association, present to 
Mr. Traylor the silver service on my right. 
It is a poor expression of our esteem for him 
or of our appreciation of the service which 
he has rendered this Association, a service 
which has been given in a remarkable fashion, 
but we trust that it may be symbolic in the 
future, perhaps not to the things as they are, 
but that they may remind him of the things 
as they were. 

“Speaking as one Texan to another—dare 
I say as one rolling stone Texan to another? 
—I shall undertake to pledge the members of 
this Association to follow the admonition 
contained in the closing words of his (Mr. 
Traylor’s) memorable address, that if we 
are permitted to grow rich, we shall under- 
take not to forget to be righteous, that if 
we are afforded leisure we shall not pursue 
it with an unbridled liberty, that if we do 
become powerful we shall undertake to keep 
our pride within bounds, that we shall en- 
deavor to grow in the atmosphere of national 
mindedness, and that however much we may 
be compelled to face the facts, we shall hold 
on to our faith.” 


Mr. Traylor’s Reply 


66 F course, this is not really a surprise. 

I started after this three years ago,” 
Mr. Traylor remarked, as the convention 
laughed at his good-humored acknowledg- 
ment to Mr. Wells. “I didn’t tell you why, 
and for that reason you helped me to this end. 

“T am not unmindful of where I am go- 
ing now, and I deliberately told you in my 
opening sentence, and not without pride, that 
I shall pass along with my predecessors to 
that obscurity in Association affairs which 
probably engulfs one who has had the honors 
of this position. His duty, like that of the 
obedient child, is to be seen scarcely, if ever, 
and heard not at all. I think I said to you 
at Chicago, when you made me Second Vice- 
President, that if I might come to the end 
of my term and be able to look back on my 
official conduct and wish that no act of mine 
might be undone—which I believe to be the 
highest ambition to which human nature can 
aspire—I would be happy. 

“I want to leave that with you now, be- 
cause I am too close to the present to say 
more. I hope that when I have finished my 
affiliation with this Association and have con- 
cluded my part in life’s program, I can then 
feel that I have not done as an official of 
this Association anything that I then will 
wish I had not done. 

“With that, I accept on behalf of Mrs. 
Traylor, this beautiful gift, which will al- 
ways be to us a refreshing of the memory 
of a most delightful experience and a con- 
stant reminder of an obligation of love and 


‘affection under which we feel ourselves in- 


debted to you today.” 
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The Relation 


(Continued from page 327) 


debtedness has also been reduced since the 
war. Aside from every other consideration, 
the entire burden of the war should not be 
thrown upon the present generation. Obvi- 
ously it is not immediately necessary, and 
manifestly it is not just to do so. Suitable 
provision has been made for the retiring of 
our bonded indebtedness. The law is being 
complied with. Debts due us by the allies, 
with one or two exceptions, have been 
funded. The surplus should be used in part 
at least as the basis of a new revenue act. 


For Tax Cut 


— new revenue act should be simplified 
so that its provisions may be readily un- 
derstood by the average taxpayer. The in- 
tent of the Congress should be clearly ex- 
pressed in order that rules and regulations 
may be avoided. 

The tax rate on net profits of corpora- 
tions should be reduced to 10 per cent. The 
specific credit deductible should be allowed 
all corporations having a net taxable income. 
Accumulation of a capital reserve is neces- 
sary in order to secure the expansion of busi- 
ness and the development of our natural re- 
sources. The corporation is, of course, in- 
dispensable in our modern life. The compe- 
tition from abroad may be expected to grow 
stronger and stronger. A reduction in this 
tax will assist American business to main- 
tain American standards of life, to pay 
American wages, and to meet the increasing 
competition beyond our borders. 

The new act should give proper relief to 
taxpayers whose incomes range from $10,000 
to $70,000. An equitable reduction and ad- 
justment of surtax rates especially in these 
brackets should be made. 

Wartime excise.taxes should be wiped out. 
If the Congress is to continue the 80 per 
cent provision, Federal Estate Taxes should 
be repealed outright. The 80 per cent pro- 
vision is obviously a coercive force aimed 
at the states. It has no place in a revenue 
act, and, indeed, it has no justification under 
the Constitution. Lovers of constitutional 
government do not seek to destroy it by 
indirection. 

Democracy offers large opportunity for 
self-imposed obligations. Unfair practices, 
agreements in restraint of trade, ruthless de- 
struction of honest competition tend always 
to incite retaliatory measures, and _ invite 
hampering restrictions. The friends of good 
government among American business men 
will wisely avoid practices offensive to pub- 
lic opinion. The man who rightly wishes his 
business to remain free from the tyranny of 
undue political regulation and desires his 
government to attend strictly to the affairs 
of state may well consider the obligations 
placed upon business by our free institu- 
tions. 

When; in the interest of the common wel- 
fare, it becomes necessary to regulate and to 
control business, the measure of regulation 
should be reduced to the minimum. Laws 
should be so simple and direct as to fore- 
close departmental rules and regulations, to 
the end that the citizen may live and his 
business may thrive under a government of 
laws and not of men. 
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His Directors Co-operate 


The president of a Middle Western bank found himself with 
a board of directors including several leading citizens who 
were unfamiliar with banking problems and therefore unable 
to give him the assistance which may be expected from 


seasoned bank directors. 


Out of an experience of 58 years as counsellor in such situations, 
we were able to suggest to this banker the development of 
certain reports and other material, which have given his new 
directors a welcome insight into the problems of the bank 
and have won for him their intelligent co-operation. 


We invite you also to utilize the broaa experience and 
helpful counsel which our correspondents uniformly enjoy. 


FREDERICK H. RAWSON 
Chairman of the Board 


Harry A, WHEELER 
President 


Craic B. HAZLEwooD 
Vice-President 


UNION TRUST COMPANY 


CHICAGO 


Early Banking and Big Business 


(Continued from page 319) 


at Florence which resulted in an agree- 
ment of Sept. 6, 1347, whereby the Bardi 
paid about 30 per cent on their obligations 
and the Peruzzi about 20 per cent. 

Thus we have seen how four great Italian 
banking houses were ruined by their deal- 
ings with the kings of England—the Ric- 
cardi of Lucca under Edward I, the Fresco- 
baldi of Florence under Edward II and the 
Bardi and Peruzzi under Edward III. Fig- 
ures are available only for the failure of 
the Bardi and Peruzzi, showing that they 
advanced to the three Edwards during the 
years from 1290 to 1345 no less than 
£433,000. But one must multiply these fig- 
ures by five in order to appreciate the 
actual nature of the .collapse. Even these 
inperfect data suffice to indicate what must 


have been the large contributions of the 
Italian bankers to English economic and 
political life. 

The effect of Edward III’s repudiation of 
his Italian debts and the subsequent panic 
in Europe may be compared with the crash 
of the Barings in 1892 and our panic of 
1893. 

The panic in Florence extended far be- 
yond Tuscany. For the ruined firms had 
branches almost everywhere. The Peruzzi 
alone—and they were not so large a house 
as the Bardi—had sixteen exchanges: Lon- 
don, Bruges, Paris, Avignon, Majorca, Pisa, 
Genoa, Venice, Cagliari, Naples, Palermo, 
Clarentza in the Morea, Rhodes, Cyprus, 
Ceuta and Tunis. We have the record of 
two English students studying at the Uni- 
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Banks Endorse 


Credit Insurance 


Representative banks in all parts of the country 
are recommending this great protective service 
for safeguarding their customers against bad 
debt losses. 


A Leading Boston Bank writes: “Credit Insur- 
ance not only places merchants in a more favor- 
able position with reference to credit granting by 
their banks, but also gives evidence of a policy 
of conservatism in providing against failures at 
all times.” 


A Leading Bank of San Francisco writes: “A 
borrowing account carrying with it a measure of 
Credit Insurance on its receivables is a far better 
credit risk in every way than without.” 


A Prominent St. Louis Bank writes: “Inasmuch 
as the annual turnover of a merchant is several 
times the value of his stock on hand at any given 
time, it is of vital importance that his credit ac- 
counts be insured against unusual loss through 
bad debts.” 


A National Bank of New York writes: “We have 
incorporated in our financial statement blanks 
the question: ‘Do you carry Credit Insurance?’ ” 


Interesting literature, and any specific informa- 
tion about American Credit Insurance which 
may be desired, will be furnished gladly to any 
Banker upon request. 


C The AMERICAN 


CREDIT~ INDEMNITY Co. 


OF NEW YORK J. F.M° FADDEN, prEsipENT 


Offices in All Leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 
In Canada—Toronto, Montreal, etc. 


versity of Bologna who.got their remit- 
tances from home through the Bardi. 


Medici the Only Survivor 


NLY one important banking firm in 

Florence survived this famous “Black 
Friday.” This was the Medici. As the 
transactions of the Bardi and Peruzzi grew 
in magnitude, partly in order to help them 
swing the ventures, partly perhaps in order 
to assure themselves against too great liabil- 
ity, the two major firms had drawn many 
other banking houses of Florence into their 
English deals, nearly all of which were in- 
volved in the final collapse except the 
Medici, who at that time were not prominent 
enough to be considered. The obscurity of 


the Medici saved them and upon the ruins 
of the other Florentine banking firms they 
rose to riches and to fame. Although the 
Medici became the princely dynasty of 
Renaissance Florence, gave two popes to the 
Holy See and two queens to France, their 
memory is today preserved principally in the 
three gold balls of the pawnbroker, for 
six gold balls were the banking and later 
the heraldic device of the Medici house. 
Florence never developed a state bank, 
though her state debt was funded as early 
as 1345 and her bonds were current nego- 
tiable paper. Florentine laws were strict 
and the courts were vigilant in maintaining 
the integrity of commercial relations. 
Breach of contracts, fictitious sales, short 
weights and measures, price cutting, misrep- 
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resentation of quality of goods, like using 
shoddy in cloth of first rate quality, were 
heavily penalized. In consequence of these 
strict regulations Florentine’ commercial 
honor was the highest in. Europe in the 
fourteenth and fifteenth centuries. The bill 
of exchange was widely used and stabilized 
by the government. 

State banking as distinguished from pri- 
vate banking was peculiarly a Venetian con- 
tribution to fiscal history. Government, not 
private initiative, was the rule in Venice. 
The earliest incident in Venetian financial 
history which illustrates this statement oc- 
curred after the First Crusade when the 
Venetian fleet under command of the doge 
Domenicho Michael was _ besieging Tyre. 
The siege was a long and obdurate one; 
the summer passed and winter was approach. 
ing; the doge’s supply of money was nearly 
exhausted and the sailors and marines were 
on the verge of mutiny. In this crisis, with 
that masterful spirit which so characterized 
him, Domenicho Michael stamped the seal 
of Venice upon bits of leather and pledged 
his word that the Senate would redeem 
every one of these leathern rags—which it 
did, So far as I know, this is the earliest 
instance of fiat money in history. The mar- 
vel is that the device was not seized upon 
by Italian princes everywhere to recoup 
their finances. 


Thirty years later (1157), in time of 


. financial stress, Venice raised money by a 


forced loan and established a bank to handle 
the certificates, which were guaranteed by 
the state and circulated as bonds. The 
original subscribers to the loan were the 
first stockholders of the bank, the first 
state bank in history. But Venice’s com- 
mercial enterprise was so active, her wealth 
so great that many private banking houses 
arose, like the Soranzo, Priuli, Pisani, Lip- 
pomani, Sanudo and Tiepolo families. The 
bank of St. George in Genoa, a partly pri- 
vate and partly state institution, was not 
established until 1407. 


Germany Enters the Field 


Italy capitalistic enterprise passed 
to Germany, where in the fifteenth cen- 
tury the Fuggers, the Welsers, the Hoch- 
stetters became masters of finance and cap- 
tains of industry. These houses, and espe- 
cially the first, are of interest in many ways, 
but not the least important fact in their 
history is that they were closely identified 
with German mining, something unknown 
in Italy except on a minor scale in Calabria. 

The Fugger family arose in the first de- 
cade of the fifteenth century from simple 
linen weavers in Augsburg. Originally in- 
terested in cloth weaving, the Fuggers of 
the fifteenth century branched out into the 
spice and linen trade. They had connections 
with Venice, where Jacob Fugger, first real 
head of the family, learned his trade. The 
Fuggers became interested in the opening 
up of the German mines, and with the 
Welsers and Hochstetters were one of the 
three or four great contributing factors in 
the progress of capitalism in Europe. The 
working of the silver mines in Tyrol began 
in 1487; copper mining in Hungary was 
begun in 1497; the money the Fuggers made 
in commerce was now available for the 
working of the mines. In 1494 the Fugger 
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company was incorporated under an im- 
perial charter. 

The Welsers were also interested in the 
silver mines of Tyrol and Saxony. They 
began the working of the mines at Schwartz 
in 1448; at Salzburg, in 1460; in Saxony, in 
1471; in Bohemia in 1492. In Bohemia the 
mines had been closed for eighty years be- 
cause of the Hussite Wars. The Welsers 
also operated iron forges in Thuringia. All 
this mining enterprise of the Welsers could 
not have been possible without the early ex- 
perience of the family in trade. The money 
earned through previous commercial activity 
was now available for the working of the 
mines, the operation of which, in turn, 
afforded new facilities for the formation of 
capital. The material resources of Ger- 
many were in the lands of these Augs- 
burger capitalists. They were the Guggen- 
heims of the fifteenth and _ sixteenth 
centuries. The resources of Tyrol, Steier- 
mark, the Alpine lands, Saxony, the Harz 
Mountains, Bohemia, in gold, silver, iron, 
copper, tin, salt—in other words, “die 
deutsche Erde’—were privately owned by 
these men. 

Modern monopolistic tendencies in busi- 
ness are strikingly illustrated in the opera- 
tions of these German capitalists. Small 
mining competitors were bought out by the 
huge Fugger organization by the payment 
of the debts of the small operators. After 
the mines fell in their hands, they spread 
out into the metal trade. In 1498 we find 
the first attempt to build up a syndicate by 
agreement. The result was a copper com- 
bination. At the beginning of the sixteenth 
century the Fuggers controlled the mines 
and metal sources of Germany, Austria, 
Bohemia, Hungary and Spain—the Califor- 
nia, Nevada, Colorado and Montana of 
Europe. They owned the quicksilver and 
silver mines of Almaden and Guadalcaucal 
in Spain, 


Spain Proves a Bad Customer 


Fuggers also established commer- 
cial and banking connections with the 
Spanish Hapsburgs, and even branched out 
into the enormously profitable spice trade of 
Spain’s East Indian Empire, notably in the 
Molucca islands. But their vessels, for fear 
of the Portuguese and French, instead of 
reaching Europe around the Cape of Good 
Hope, crossed the Pacific to Chile, thence 
to Panama (where the cargoes had to be 
transported across the isthmus) and thence 
again by galleon to Spain. The highest 
point of prosperity and power of the Fug- 
gers was attained in the time of Anton 
Fugger (1525-60) who left a fortune of six 
million florins as the inventory of his will, 
published in 1562, shows. 

Not all the Fugger loans to kings and 
princes, however, were profitable. The bal- 
ance sheet of the house in 1577 shows 
6,558,059 florins of sound investments against 
1,244,906 florins of bad debts, the chief in- 
solvents being Philip II of Spain, and his 
great commercial city of Antwerp in the 
Spanish Netherlands. Sixteenth century 
governments were inclined to stretch their 
credit in time of war and to scale down or 
even repudiate their debts. International 
finance was a ticklish business in the period 
of the Reformation. 

Philip II of Spain twice partially re- 
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First National 
Bank and Trust 
Company of 
Hamburg, Pa. 
has the a 
appeal of friend- 


Build to Invite Acquaintance 


WENTY years ago the trend of banks toward better build- 
ings was looked upon by many bankers as an extravagance. It 
was in those days, too, that banks refrained from advertising, and 


for much the same reason. 


Opinion has changed. The old, poorly planned banks, with 
their insecure vaults and unattractive interiors are being replaced. 
Directors have concluded that shose are the truly extravagant build- 
ings. Such buildings can do little more for the bank today than 
give it shelter. Their appeal was to another day and another public. 


Bank buildings of the modern type have done much to free 
banking from its former atmosphere of austerity. The banker has 
been effectively aided in inducing the public to acquire its more 
general acquaintance with banks and their functions which has been 
so great a factor in the growth of banking since 1900. 


TILGHMAN MOYER COMPANY 


The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS . ENGINEERS 


[Ft us send you a copy of ‘Building the 
Bank for Business.’ Written by archi- 
tects who bave spent most of their professional 
lives in bank work, this book of 138 pages 
has given many bankers a new view of their 
building. It reveals to them why some bank 
buildings are successful while others are not. 

The coupon is for your convenience. Send it 
in today. The book will be mailed to you at 
unce without obligation. 


pudiated, and in 1607 Spain went completely 
bankrupt, owing the Fuggers then 3,500,000 
ducats. Besides these Spanish debts, the 
Hapsburgs during the years 1574-1617 bor- 
rowed to the extent of 615,000 florins. In 
all the Hapsburgs contracted debts which 
amounted to 8,000,000 florins by the middle 
of the seventeenth century. 
what the Fuggers earned during a period 
of 150 years (1409-1560), was lost because 
of their banking operations with the faith- 
less governments of Europe. 

It might be added the discovery of Amer- 
ica had some effect upon this condition. 
For the flood of silver and gold which 


Thus, much of 


TILGHMAN Moyer Company, Allentown, Pa. 


Gentlemen: Without obligation, please mail 
me a copy of “Building the Bank for Business.” 


Name: 
Address : __ 


Bank Fixtures 
FOR SALE CHEAP 


Thirty-two feet of mahogany bank 
screen, complete with counters, 
wickets, grilles, fifty feet of office 
partition, tubular bronze gate, two 
eight-foot check desks, etc. Cost 
$4000, used five years. Send for pho- 
tographs, blue prints and price for 
immediate delivery. 


TILGHMAN MOYER COMPANY 
ALLENTOWN, PA. 
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Guaranty Trust Company 
of New York 


140 Broadway 


LONDON PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP 


Condensed Statement, September 30, 1927 


RESOURCES 
Cash on Hand, in Federal Reserve Bank 


and Due from Banks and Bankers 
U. S. Government Bonds and Certificates. . 


Public Securities 
Other Securities 
Loans and Bills Purchased 


Real Estate Bonds and Mortgages 
Items in Transit with Foreign Branches 
Credits Granted on Acceptances 


Real Estate 


Accrued Interest and Accounts Receivable. 


$179,050,959.36 
26,827,302.42 
25,290,912.29 
24,779,531.74 
426,724,380.82 
3,917,013.33 
5,466,054.70 
58,397,323.06 
7,429,275.75 
7,245,706.54 


$765,128,460.01 


LIABILITIES 


Surplus Fund 
Undivided Profits 


Accrued Interest, Reserve for Taxes, etc. . . 


Acceptances 


Outstanding Treasurer’s Checks 


Deposits 


poured into Europe in the sixteenth century 
from Spanish America demoralized the 
money market. Between 1492 and 1544 
$56,000,000 of gold and silver was dumped 
on Europe. In the single year 1545, when 
the famous mines of Potosi were opened, 
gold and silver to the enormous amount of 
$98,000,000 was brought to Europe. 


The Poor Driven to America 


HE shrinkage of purchasing power of 

money across the centuries, at the same 
time that the volume of capital in Europe 
greatly increased, is an interesting phenom- 
enon. For example, a fortune of 22,000 
francs in 1200 was worth 16,000 francs in 
1300; 7500 francs in 1400; 6500 in 1500. 
But in the sixteenth century, that is to say 


3,657,084.45 
$63,657,084.45 


6,728,574.62 
58,397,323.06 
34,347,354.26 
601 ,998,123.62 


$765,128,460.01 


in the epoch when Europe was flooded with 
Spanish American silver that fortune of 
6500 francs shrunk to 2500 francs! It is 
no wonder that the seventeenth century was 
characterized by emigration of Europe’s 
population to the New World. The settle- 
ment of New England, Virginia, indeed all 
our seaboard states, was largely due to the 
economic distress and social discontent in 
Europe. 

Some conclusions may be reached as a 
result of the foregoing brief survey of early 
banking conditions in Europe. In the thir- 
teenth and fourteenth centuries, as today, 
banking. was a factor of business develop- 
ment. Its growth in that day was stimu- 
lated by the church, which then played a 
much larger part in everyday activities than 
is the case at present. The organization of 


November, 1927 


the institutions and their relation to the 
governments of Europe varied within the 
period according to time and place and cir- 
cumstance, even as present banking systems 
have been the product of varying condi- 
tions. For one of the outstanding phe- 
nomena of the epoch is the close connection 
between the government and the bankers. 
This political activity of bankers has been 
indicated in connection with the operations 
of the Bardi and Peruzzi in England and 
in southern Italy, and the papal-imperial 
struggle is at all points illustrative of this 
connection. Then, as today, the unrestricted 
activity of banking houses proved disas- 
trous and a system of regulation was re- 
sorted to with the double effect of curtailing 
action while rendering the residue more 
secure. A final characteristic which strikes 
home forcibly in this day of international 
financial activity is the wide scope of opera- 
tion of the early banking houses. The in- 
ternational banker is not a product of the 
twentieth century, nor yet of the nineteenth. 


Investment Trusts 
(Continued from page 342) 


financial structures of our newly organized 
investment trusts, that an attempt to estab- 
lish classifications upon which to base gen- 
eralities of approval or disapproval is more . 
apt to confuse than to clarify. Each struc- 
ture must be considered upon its own merits. 
Yet certain generalities are possible. 

Our consideration of the financial struc- 
ture of a trust must always start with the 
sum of money which an investor puts into 
the trust, and our effort must be to deter- 
mine what value he receives, or is likely to 
receive, in return for his investment. 

With regard to those instrumentalities 
which we have referred to as fixed list, 
bankers or trustee share corporations, it is 
possible to find the total market value of 
the securities which compose their units. 
This value should be compared with the 
price at which units are being offered to in- 
vestors. A reasonable spread is, of course, 
necessary, to cover marketing expenses. But 
it is highly desirable to make sure that this 
spread is reasonable by taking the trouble 
to find out. Having discovered the actual 
spread, and having formed an opinion as 
to the general level of prices for the securi- 
ties which appear in the fixed list, we shall 
have a basis for reaching our own conclu- 
sions as to the wisdom of investing in the 
particular units which we may be studying. 

In considering trusts which have adopted 
the typical structure of the corporation by 
issuing bonds, preferred and common shares, 
with varying rights of participating in sur- 
plus earnings, we will find ourselves in a 
more familiar, though not necessarily a 
simpler field of investigation. There is no 
need to suggest that while these customary 
instruments can be and are uced to estab- 
lish a just apportionment of earnings and 
assets among their respective holders, yet 
at times and in other connections the justice 
of the apportionment has not always been 
self-evident. In considering this type of 
trust, one must know what contingent con- 


‘ tracts may be held by the organizers—what 


options, if any, they have retained on un- 
issued, junior or deferred shares, what rights 
they have, and what discretion they may 
exercise in the creation of new securities. In 


412 
Capital $30,000,000.00 
| 


November, 1927 


most cases, where such options and rights 
exist, they are clearly defined. But even so, 
it is not always easy to compute their 
eventual effect upon the division of earnings 
between investors and organizers, and to 
decide whether the division is just. 

Difficulties which may be encountered in 
attempting to analyze the offerings of invest- 
ment trusts from this viewpoint should not, 
however, be charged to the investment trust 
as an institution, for they constantly appear 
in equal or even greater degree, to confound 
those who attempt to appraise sound or un- 
sound structures in every form of corporate 
security offering. 


Where Investor’s Interest 
Defined 


L. is perhaps these very difficulties which 
have led to the organization of another 
class of investment trust in which the at- 
tempt is made to define the investor’s interest 
in unequivocable terms. An investor in this 
type of trust receives a certificate of bene- 
ficial interest upon which is set forth the 
amount subscribed and the proportionate 
part of the trust fund to which this sub- 
scription entitles him. Each subscriber 
creates in effect a separate voluntary re- 
vocable trust, to the extent of the amount 
of his subscription. Under this structure, a 
separate account is kept of the earnings of 
the fund applicable to each separate certifi- 
cate issued, and these earnings are reported 
annually to each subscriber. 

An investor in a trust of this type may 
repossess himself of his proportionate part 
of the assets of the trust fund by present- 
ing his certificate for redemption, and is 
assured under the terms of the trust inden- 
ture of receiving the current market value 
of these assets, subject only to specified 
charges. All the securities and all the assets 
of the total fund thus established are held 
in custody by a trustee and an entirely sepa- 
rate organization is authorized to manage 
the investment and reinvestment of this 
fund, receiving for this service a stipulated 
and limited fee. In these trusts there is no 
difficulty in determining exactly what the 
investor’s interests are. 

I will not go further in describing the 
details of an investment trust of this class, 
for it is the class to which the funds op- 
erated by my own company would naturally 
fall, and it is reasonable to suppose that I 
have a strong bias in favor of this type of 
trust. 

There are several reasons why an invest- 
ment trust offering its services to the public 
should, in the indenture or other instruments 
governing the trust, clearly define the field 
in which it is to operate, and through the 
introduction of specific restrictions indicate 
to the investor that it is well aware of the 
pitfalls and hazards which in the past have 
at times engulfed even well-intentioned in- 
vestment trusts. Some of these restrictions 
are quite obviously desirable. With regard 
to others, differences of opinion are sure to 
arise, 

It is obvious, for instance, that an invest- 
ment trust should, through proper restric- 
tions, insure a reasonable diversification in 
the investments which it may hold at any 
one time. This is accomplished by estab- 
lishing limits to the percentage of the total 
assets which may be invested in any one 
security. 
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this booklet. 


~contains information that will 
help solve your building problem 


ONG and careful deliberation generally precedes 
the erection of a bank building. Necessary data 
must be collected—floor plans, interiors and exte- 
riors must be considered. To give you comprehen- 
sive information on such details, we have compiled 


May we send you a copy? 


ST. LOUIS BANK BUILDING 
AND EQUIPMENT COMPANY 


Ninth and Sidney Streets * * * * SAINT LOUIS, U.S. A. 


It is not so generally recognized that a 
limit should be placed upon the percentage 
which it is permitted to invest in any one 
industry. But again history presents the 
picture of well-informed financiers placing 
too great a proportion of the funds for 
which they are responsible in an industry 
concerning which they have possibly too in- 
timate a knowledge, to the exclusion of a 
general knowledge of economic conditions 
which later overwhelm this particular in- 
dustry. 

Similarly, in those trusts which operate 
in many countries a limit should be placed 
upon the proportion of the fund which may 
be invested in any one country. Enthusiasm 
for South American investment in 1889 and 
1890, based upon apparently sound premises, 
caused the downfall of some of the more 


important British trusts operating at that 
time. 


What Size Company 


ice size of a company in which invest- 
ment is permitted is worthy of consid- 
eration. A company with a relatively large 
volume of securities outstanding is likely to 
have more earnest financial support if it 
should ever require such assistance. Fur- 
thermore, a broader market for its securities 
is presented at all times. It is justly argued 
that some of the greatest profits have re- 
sulted from investments made in small com- 
panies, and this is true. But the mortality 
among small companies is heavier than in 
the larger units. At present in particular 
the tendency is for the larger units, able to 
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install costly labor-saving equipment, to fur- 
nish smaller units with a type of competition 
that is very hard for the small unit to meet. 

An investment trust of the conservative 
type will contain restrictions against invest- 
ing in newly floated issues which have not 
established their market. History again sug- 
gests that an investment trust dedicated to 
the service of investors should contain re- 
strictions to preclude any possibility that its 
sponsors may in time of stress be tempted 
to use the trust as a repository for securities 
which would otherwise find no market. And 
yet, if an investment trust is organized by a 
group of successful promoters or underwrit- 
ers, and it is used to assist them in their 
business, it may prove to be extremely profit- 
able for the subscribers to its shares. Par- 
ticularly will this be true in fair weather, 
when promotion profits are high and are 
obtained with a minimum of risk, and under- 
writings are universally successful. But 
again we must turn for guidance to the his- 
tory of the investment trust in periods of 
financial strain, in periods when the spon- 
sors of such a trust may be confronted by 
the alternative of allowing the trust to take 
over some of their unmarketable securities 
or of announcing their own insolvency. That 
is the kind of period which we must have in 
mind when we consider the merits of a trust 
sponsored and controlled by houses or groups 
active in the promotion of new financial 
structures and in the underwriting of securi- 
ties. History suggests that a definite risk 
exists if such sponsors retain unrestricted 
freedom to deal with the trust on their own 
account. On the other hand, the risk in- 
volved may be adequately offset by the op- 
portunities for profit which such a trust 


offers to investors who could not participate 
in underwritings except through the instru- 
mentality of a trust.. The possible profits 
may offset the risk, and where highly re- 
sponsible financial organizations sponsor 
such trusts no doubt they do. But of this 
each one of us must be his own judge. 


—— danger lies, perhaps, not so much in 
the nature of the business as in too wide 
an application of the term “investment trust,” 
which may lure an inventor who is in reality 
seeking the safety of a true investment trust 


into a more hazardous situation. Perhaps 


we shall gradually develop a new terminology” 


in which the use of the words “investment 
trust” will denote an organization dedicated 
solely to the investor’s interests, while we 
may use the title “promotion trust” or “un- 
derwriting trust” to define the somewhat 
different point of view of organizations con- 
ducting the types of business suggested. 
Some of the trusts which would fall into 
the promotion or underwriting category have 
clearly indicated in their corporate names 
the character of the relationship which ex- 
ists between the trust and its sponsoring in- 
vestment house. Such clarity can only be 
approved and encouraged. 

I am of the firm belief that certain func- 
tions of great service to the investors of 
the United States can be performed better 
through the instrumentality of a soundly 
conceived investment trust under responsible 
and competent management than they can be 
performed in any other way. I regard it, 
however, as a most fortunate circumstance, 
auguring well for the future, that the trust 
companies are directing their attention to the 
rapid growth of the investment trust idea 
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in this country, for this growth is too rapid 
to be entirely healthy. As I have said, the 
trust companies of the country are in a sin- 
gularly favorable position to influence the 
character of the future development of the 
investment trust as an institution for the 
protection rather than for the exploitation 
of investors. It will take time to reach con- 
clusions’ concerning the many conflicting 
ideas which are being put forward by the 
advocates of one or another type of invest- 
ment trust. But let us not be stampeded into 
endorsing any plan before we have reached 
such conclusions. 

There is no necessity for an institution to 
accept the trusteeship for any investment 
trust or otherwise to encourage its organ- 
ization, until it is sufficiently familiar with 
the investment trust field to rely upon its 


_own judgment as to whether a particular 


trust is likely to bring credit or embarrass- 
ment. 

A great many investment trusts have been 
organized in the last six months. Many 
more are in course of organization. The 
pressure to organize them is great, because 
in the present condition of the security mar- 
kets investors who have for years managed 
their own funds with some success find 
themselves utterly unable to decide what is 
the best thing to do. They are turning in 
relief to the investment trust, shifting the 
responsibility of difficult decisions to some- 
one they believe to be better equipped to 
make these decisions than they are. The 
question remains: Are all of the new in- 
vestment trusts so equipped, or are many of 
them taking advantage of the investor’s per- 
plexity without themselves having any better 
grounds for assurance? 
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Over 400 Clearing 


(Continued from page 345) 


year. The response and cooperation from 
government officials, Federal Reserve banks, 
check manufacturers and hundreds of clear- 
ing houses and the larger industrial con- 
cerns are indeed gratifying. The universal 
use of standard checks is a matter of en- 
lightened self-interest through the enormous 
saving effected in cost of checks and the 
saving of time in transit departments. 

Bankers everywhere will be interested in 
the fact that Standard Warehouse Contract 
Terms and Conditions have been revised 
after exhaustive study by the American 
Warehousemen’s Association in collabora- 
tion with the Clearing House Section and 
other interested industries, including repre- 
sentatives of the shippers appointed by the 
National Industrial League, meeting under 
the auspices of the United States Depart- 
ment of Commerce, to provide a mutually 
satisfactory and uniform form of contract 
that complies with the requirements of law. 
The Uniform Warehouse Receipts Act, now 
a law in forty-four states, was shaped and 
fostered by the American Bankers Asso- 
ciation and the American Association of 
Warehousemen, and it is altogether fitting 
that these organizations should have col- 
laborated in evolving a standard form that 
adequately carries out this intent as ex- 
pressed in the law they formulated. 


HE standard negotiable warehouse re- 

ceipt is the authoritative form adopted 
by the American Bankers Association and 
the American Warehousemen’s Association, 
and has the approval and indorsement of 
the United States Department of Commerce. 
With uniform contract terms and conditions 
on warehouse receipts, the use of these re- 
ceipts as credit instruments is greatly fa- 
cilitated. Through the use of standard 
warehouse receipts it will be possible for 
the banker to know that there has been 
presented to him an “honest-to-goodness” 
negotiable receipt—something that heretofore 
could be determined only by careful scru- 
tiny. In the interest of uniformity and 
economy we commend the universal use of 
these standard terms and conditions on ware- 
house receipts. : 

The committee charged with the responsi- 
bility of revising the credit forms of the 
American Bankers Association, under the 
chairmanship of Judge Thomas B. Paton, 
with untiring energy examined a large num- 
ber of bank credit forms, and after a great 
deal of study and correspondence have re- 
ported uniform standard credit forms for 
corporation, partnerships, individuals and 
farmers. These forms have been officially 
approved by the officers of the Clearing 
House Section and recommended for general 
use, thus making another forward step in 
simplification and efficiency. 

During the past year the Clearing House 
Section of the American Bankers Associa- 
tion and the Associated General Contractors 
of America have been collaborating to pre- 
pare a standard financial statement and ex- 
Perience questionnaire for contractors which 
would be at once comprehensive in scope 
and simple in form. After numerous con- 
ferences we are glad to report that these 
forms have been formally approved by the 
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Constructive 
Auditing 


An independent audit is to be regarded always 
as the means to valuable advice from the audi- 


tor or auditing firm. 


Too often, auditing service ends with the report 
of the financial condition of (name) as of (date). 


Auditors should be equipped—and should be 
employed—to offer recommendations in con- 
nection with method, policies, financing, etc. ; 
to furnish comparative statistics intelligently 
prepared; to point out how mistakes and waste 
may be eliminated, and pitfalls avoided. 


Of course, every audit should be a Detailed 
Audit. But whether it be Detailed, Semi- 
Detailed or Balance Sheet, it can, and should 
be made to, serve as the basis, not only of the 
financial report, but also for constructive help. 


With the business man’s appreciative under- 
standing of this help, and the cooperation of pro- 
gressive Public Accountants, Auditing becomes 
Constructive and offers its greatest value. 


ERNST & ERNST 


ACCOUNTANTS AUDITORS 
SYSTEM SERVICE 


NEW YORK PITTSBURGH CLEVELAND CHICAGO NEW ORLEANS 
PHILADELPHIA WHEELING AKRON MILWAUKEE JACKSON 
BOSTON ERIE CANTON MINNEAPOLIS DALLAS 
PROVIDENCE ATLANTA COLUMBUS ST. PAUL FORT WORTH 
BALTIMORE MIAMI YOUNGSTOWN INDIANAPOLIS HOUSTON 
RICHMOND TAMPA TOLEDO FORT WAYNE SAN ANTONIO 
WINSTON-SALEM CINCINNATI ST. LOouIS DAVENPORT waco 
WASHINGTON DAYTON MEMPHIS DETROIT DENVER 
BUFFALO LOUISVILLE KANSAS CITY GRAND RAPIDS SAN FRANCISCO 
ROCHESTER HUNTINGTON OMAHA KALAMAZOO LOS ANGELES 


Clearing House Section and the Associated 
General Contractors, and recommended for 
general use by bankers and contractors. An 
examination of the standard financial state- 
ment and experience questionnaire reveals 
many advantages resulting from their use, 
among which we may mention that the 
standard forms are simple, comprehensive 
and uniform, and enable contractors them- 
selves to keep a constant check on their 
financial condition. Their use will be help- 
ful in eliminating some of the hazards of 
contractors’ loans. Copies of the contractors 
financial statement were mailed to all clear- 
ing house banks, and the numerous letters 
of appreciation which we have received indi- 
cate their popularity and helpfulness. 

Our Committee on Payroll Problems con- 


ducted an extensive questionnaire survey 
particularly among bankers in industrial 
centers, and secured the advice of prominent 
industrial leaders as to the solution of pay- 
roll problems which are giving bankers and 
industrial leaders deep concern on account 
of the increasing hazards that surround the 
transmiting of payrolls from the bank to 
the customer. We find that bankers favor 
the substitution of check for cash in pay- 
ing wage earners. It means more work for 
the bank, but diminishes the hazards of life 
and money. The records show that payroll 
bandits during the first six months of this 
year got over $2,000,000 in loot and caused 
the death of a score of messengers. 

Under the aegis of the Clearing House 
Section a Committee on Bank Auditing was 
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The “Why” of a Bond Reserve 


BOND investment reserve made up of readily 
salable issues is an effective buffer against 
unforeseen demands. That’s why so many banks are 
substantial holders of well-diversified, liquid issues. 
Our nationwide system of offices is not only a con- 
venience when you want to buy—it can be of real 
service in locating buyers for bonds you may want to 
‘sell. Just get in touch with our office nearest you. 


The National City Company 
National City Bank Building, New York 


Offices in more than 50 leading cities throughout the world 


BONDS ” SHORT TERM 


NOTES 7 


ACCEPTANCES 


appointed, of which O. Howard Wolfe is 
chairman and R. H. Brunkhorst vice-chair- 
man. Functioning under this committee is 
the Associated Conference of Bank Auditors 
and Comptrollers—a real, live, active body, 
with a definite object in view. 


FFECTIVE work was done by our Com- 

mittee on Clearing House Examinations, 
under the leadership of Chairman D. C. 
Williamson. The Clearing House Examiner 
System is now in successful operation in 
thirty-three cities, Atlanta and Dallas hav- 
ing recently installed the system. It has 
demonstrated its efficacy in promoting bet- 
ter and safer banking to a degree that 
prompts its extension to county districts, 
embracing one or more counties. In our 
humble opinion, putting and keeping our 
banking houses in order is the key to the 
preservation of our cherished system of in- 


dependent banking. It is up to bankers to 
make and keep our banks safe and sound. 
Bank failures are public calamities, and all 
agree that banks must be made safe by some 
feasible means. Experience has taught the 
lesson that the best safeguards of sound 
banking are intelligence, plus financial in- 
tergrity, supplemented by careful super- 
vision. Now supervision that prevents bank 
failures is infinitely more valuable to stock- 
holders, depositors and the general public 
than any political scheme of so-called state 
guarantee or liquidation after failure. The 
one is preventive in its nature, the other 
merely a post mortem process, which may 
reveal what the bank died of, but will not 
restore it to life. 

It is becoming more and more evident that 
the extension of clearing house association 
work, including credit bureau features and 
the system of voluntary clearing house ex- 
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aminations, is the chief factor in the soly- 
tion of the problem of safeguarding bank 
deposits. The plan has been in operation 
twenty-one years. The experience of thirty- 
three cities and groups of cities where it 
has been in operation demonstrates the fact 
that it has proved itself the best possible 
safeguard yet devised for keeping banks in 
prime condition and for giving the public 
the best available assurance that the bank- 
er’s published statement is reasonably cor- 
rect. 

The work of the clearing house examiner 
is continuous, not periodical, qualitative, as 
well as quantitative, and admirably supple- 
ments the work of national and state ex- 
aminer. A former Comptroller of Currency 
has characterized the clearing house exam- 
iner system as “infinitely superior to either 
state or Federal examinations” in keeping 
banks in prime condition, and this is no re- 
flection on either state or Federal exam- 
inations, as plan and procedure are quite 
different and entirely free from political 
interference. The plan is sound, economical, 
effective and equally applicable to cities, 
counties and districts consisting of a group 
of counties. 

The officers of the Clearing House Sec- 
tion earnestly advocate the general installa- 
tion of the clearing house examiner sys- 
tem in counties and districts consisting of 
a closely related group of counties. We 
have been cooperating with bankers in sev- 
eral such groups of counties where there 
is a lively interest in this step and are hope- 
ful that we will soon be able to report a 
real honest-to-goodness country district clear- 
ing house examiner system in operation. 


Organized in Nebraska 


ROBABLY the nearest approach to this 
consummation is the First Nebraska 

Bankers Credit Clearing House Association, 
which includes the banks of Dodge, Saun- 
ders, Washington, Douglas and Sarpy Coun- 
ties, in the extreme southeastern Nebraska. 

A representative of every state. bank in 
these counties assembled at Fremont, Neb., 
on Oct. 4 and perfected an organization. 
It is fully expected that with the consent 
of the Comptroller of Currency every na- 
tional bank ip these counties will also short- 
ly be included. 

The Banking Department of the State of 
Nebraska has assigned to this district a spe- 
cial examiner who will have entire charge 
of this particular group of banks and will 
devote his entire time to their supervision. 

The possibilities of this arrangement are 
enormous, and we earnestly expect the ex- 
ample set by these forward-looking Ne- 
braska bankers will be emulated throughout 
the entire United States. 

In the office of this examiner there will 
be, of course, assembled all the credit in- 
formation applicable to the banks of the 
district. It will be his duty not only to 
criticize but to aid and assist in the collec- 
tion of undesirable loans and investments, 
and their elimination from the portfolio of 
those banks of which he has charge, which 
successful conclusion will mean the swan 
song of more than one duplicate borrower. 
Economies of operation can be installed, and 
under his constant supervision the crooked 
banker, whether officer or employee, should 
vanish from the picture. 
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Legislation on Collection 
(Continued from page 326) 


for the credit of the holder with a bank 
other than the one upon which the instru- 
ment is drawn or where it is made payable. 
In such cases the holders not only do not 
demand but normally do not expect or even 
want payment in money. What they do want 
and expect in every such case (unless the 
contrary appears by some special circum- 
stance) is not payment in money, but a trans- 
fer to the account of the depositor, through 
banking channels, of an amount of credit 
equivalent to the money called for by the 
check, draft, or note. The number of trans- 
actions where that is not the case is less than 
negligible. 

“So it seems to me that we are submitting 
this case to decision upon an archaic rule, 
one utterly out of harmony with modern 
banking practice. If banks everywhere 
should put in practice the premise that only 
currency or coin should be taken in payment 
of individual checks and drafts, the fiscal 
system of the country would break down at 
once under the excessive demand for money. 
Not only does the premise of the right to 
payment in money, unqualified by banking 
practice and commercial custom, seem obso- 
lete, but it also seems out of harmony with 
our statute. But as the similar rule of the 
Federal Reserve Banks was before the Su- 
preme Court in the Malloy Case, our error, 
if any, in following that case is on the side 
of conservatism, and one that can easily be 
corrected by the Legislature if it desires that 
the law should be otherwise than we are now 
finding it to be.” 


A Decision Worth Citing 


USTICE STONE has expressed the fal- 

lacy of the Malloy decision in such clear 
and concise language that it seems to us a 
copy of it ought to be put in the hands of 
every Superior Court in the United States. 
To me it is interesting as the first expression 
we have seen of the opinion of a member of 
a court clearly admitting that banking prac- 
tice today is entirely different from what it 
may have been some seventy-five years ago. 
In this connection, we also ought to refer to 
an opinion expressed by George Bryan, 
Counsel of the Virginia Bankers Associa- 
tion, Richmond. It is Mr. Bryan’s opinion 
that the Malloy decision is both harsh and 
impractical. 

As bankers, however, we should not sit 
supinely by and await spontaneous action by 
state legislatures nor expect courts to take 
the initiative. Thus far little if anything 
has been done except, following the Malloy 
decision, there was a frantic revision of dis- 
claimers all over the country as banks sought 
to protect themselves in accepting out-of- 
town checks. As one exponent of good bank- 
ing aptly put it, banks have put themselves 
in the position of putting ambulances at the 
foot of the cliff to take care of the crippled, 
instead of putting a stout fence at the top 
to keep people from falling over. In the 
judgment of Mr. Bryan, one of the effects 
of the Malloy decision, if taken literally, is 
to compel every bank to be an insurer of 
the solvency of the banks upon which it 
accepts checks for collection. 

The provisions which remedial legislation 
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Isn’t Collateral Better 
Than Net Worth 
As a Loan Basis? 


Let us show you how, without expense to the bank, 
loans to any manufacturer can be secured by ware- 
house receipts covering his raw materials or finished 


products. 


The Lawrence System of Field Warehousing enables 
the issuance of bona-fide warehouse receipts through 
the creation of a legally perfect public warehouse in 
the plant of the borrowing manufacturer. 


The Lawrence System is heavily endorsed by leading 


bankers everywhere. 


Write For a Copy of Our Booklet Entitled 
Lawrence System Field Warehousing. 


It will show a way 
to new profits 


AWRENCE 


AREHOUSE (OMPANY 


A: T. GIBSON. PRESIDENT 


37 Drumm Street, 
Chicago . . . 29 South La Salle Street 


Philadelphia . Public Ledger Building 
Los Angeles . . . W. P. Story Building 


should include admit of considerable discus- 
sion. The language of the Supreme Court 
in the Malloy case itself hints at one possi- 
bility. For example, it is stated therein: 
“There is nothing to prevent the sending 
bank from requiring the drawee to remit 
currency as a condition upon which the check 
may be satisfied and charged to the account 
of the drawer.” What assurance we have 
that the drawee bank in financial difficulties 
would act favorably upon the request does 
not appear. I do not know whether Judge 
Paton in preparing the form of disclaimer 
which he recommended to members of the 
American Bankers Association took this 
hint into consideration or not, but in any 
event it would appear to be an entirely im- 
practical suggestion, and in view of the fact 


San Francisco 


Portland eoeeseee 403 Hoyt Street 
Seattle .... Dexter-Horton Building 
Oakland. eeeeeee Gibson Terminal 


that there is no legislation which compels 
a bank to remit at all, it might also tend 
to create a situation more to be avoided than 
the present risk. 


A Possible Predicament 


OR example, suppose a country bank 

should receive a check with instructions 
from a city bank that unless it remits actual 
cash the check should be returned. It would 
be an interesting legal puzzle should the bank 
charge such a check to the account of the 
drawer and fail before the currency could be 
got together and dispatched. A court having 
to decide upon such a question would find 
itself in the predicament of the chameleon 
on a piece of Scotch plaid. 

Another thought which we find in the opin- 
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ion of the Supreme Court in the North 
Carolina case is “that there is nothing to 
prohibit a depositor from consenting when 
he draws a check that payment may be made 
by draft.” In other words, should we give 
consideration to a provision that all checks 
should bear upon the face a statement to the 
effect that the drawee bank might at its 


discretion remit a draft rather than cash in : 


payment, thus putting the payee upon notice 
upon what terms he is accepting the check in 
payment of the debt. This is such a radical 
departure from present banking practice and 
custom as to preclude the possibility of its 
general adoption. 

We may at this point consider what has 
already been done in four States—Minne- 
sota, California, Montana, and Utah. Min- 


nesota and California have simply legalized 
the ordinary disclaimer such as is used by 
most banks since the Malloy decision, and 
contains no new thought. Montana takes the 
same position with respect to the provisions 
covering the responsibility of the bank in 
acting as agent for the collection of a check, 
but adds an additional provision: “The obli- 
gation of the maker upon any such check, 
note, draft, or negotiable instrument so 
handled for collection shall not be dis- 
charged by the charging of such item to him 
on the books of the drawee bank or by the 
surrender of any such item to him by the 
drawee bank unless or until such remittance 
draft be paid.” Utah has taken an entirely 
different position, and gives preference to 
“claims based on checks, drafts, authoriza- 


tions to correspondents to charge account, 
or other instruments issued by any bank or 
trust company in exchange for or in setile- 
ment of any bills, notes, checks, etc., re- 
ceived for remittance and not for deposit.” 

Each of these three methods can be com- 
mended, but none of them fully solves the 
difficulty, and they all lack the very desir- 
able quality of uniformity. 


Suggested Legislation 


Fann that bankers, business men, 
and courts and state legislatures would 
all agree that the use of checks in payment 
of debts is not in any way to be hampered, 
but rather encouraged in every possible way; 
admitting the economic value of this highly 
developed instrument of American banking, 
then it would seem that any legislation to 
be equitable to all parties concerned, and 
sound both from an economic as well as 
from an accounting standpoint, ought to 
contain these definite provisions: 


First, that the bank of deposit has the right 
either to send an out-of-town check directly to the 
bank upon which drawn, or to use one or more 
intermediate agents for that purpose. 

Second, that in the case of local checks, a bank 
shall be permitted to present such check for pay- 
ment through the clearing house, and shall not 
be held negligent if it fails to make presentation 
across the counter of the drawee bank. 

Third, that it ‘shall be permitted to accept in 
payment the draft of the drawee bank or a solvent 
credit. It would be necessary to define a solvent 
credit, which might be done by including a pro- 
vision that the drawee bank must be open for 
business for a specified time following the payment 
of the item. 

Fourth, that in the event of the failure of a 
bank before its exchange draft sent in remittance 
of checks should be paid, that such draft should 
be returned to the drawee bank, which should 
recredit to its depositor’s account such checks as 
were covered by the draft in question, these checks 
to be returned to the bank from which received, 
and by such bank returned to the original de- 
positor. This provision would put the burden upon 
the drawer of the check to look to the receiver of 
the failed institution instead of placing that burden 
as it now is upon the payee. 

Fifth, the same principle should be applied to 
checks presented through the clearing house and 
charged to depositors’ accounts, if the drawee bank 
fails before settlement is made with other members 
of the clearing house. 

Sixth, that checks on non-clearing house mem- 
bers may be presented at the counters of the 
drawee banks, and the banks making presentation 
of such checks shall be authorized to accept a 
draft in lieu of cash, and subject to the same 
considerations mentioned in the foregoing pro- 
visions. Although it is not strictly a part of the 
subject under discussion, it would not be amiss 
to include in new legislation a provision that a 
bank receiving on deposit a check drawn upon 
itself would have the privilege of returning such 
check to its depositor the following morning if, at 
the close of business day of deposit, the check is 
found to be not good. 


The Situation Summarized 


UT whatever may be the form or intent 

of legislation ultimately enacted, it 
should be drawn with very careful considera- 
tion of the following facts, which may be 
submitted as a sort of summary: 

All commercial banks receive on deposit 
checks drawn on both local and out-of-town 
banks. Relatively only a small amount of 
currency and coin is deposited. Credits to 
depositors’ accounts consist mostly of checks 
or of proceeds of loans and discounts. Banks 
in reserve cities and all large banks every- 
where handle daily checks payable on thou- 
sands of banks throughout the United States. 
A large part of these items are payable in 
what are known as “one bank towns,” hence 
checks by the hundreds of thousands must 
be and are sent daily for collection and re- 
mittance to banks on which the checks are 
drawn. Other thousands are presented for 
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payment through Clearing House Associa- 
tion. 

It is impossible for banks to secure reliable 
credit information at short notice concerning 
all of the banks upon which they must ac- 
cept these checks for collection. It is imprac- 
ticable to send out checks with the request 
for cash remittance to such banks concern- 
ing which the sending bank may be in rea- 
sonable doubt. Even assuming that this 
could be done, and compliance with such re- 
quests legally enforced, demands for cash 
payment could very readily cause damage 
and undeserved injury to sound banks. It 
would be difficult for such banks to escape 
the effects which these requests would have 
upon their credit standing. If persisted in, 
it would cause serious loss to the drawee 
bank due to the necessity of keeping an 
unwarranted amount of cash on hand, this 
loss in addition to the actual cost and ex- 
pense of continually shipping in cash. The 
question of loss and responsibility therefor, 

‘only arises when a bank fails. Since there 
is no legal obligation upon any bank to re- 
mit in cash or otherwise, it is only natural 
that a weak bank, compelled to use every 
means at hand to conserve its cash position, 
should disregard such request, and it is obvi- 
ously unfair to penalize the sending bank for 
failing to do what actually it is impossible 
to do, namely, demand and secure cash at 
will. Under the Malloy decision, banks of 
deposit have but two alternatives: Either 
to assume the risk of insuring the solvency 
of every bank upon which they accept checks 
for collection, or to refuse all checks offered 
them on deposit; i. e., go out of business as 
a bank of deposit. : 


Disclaimer Inadequate 


HE disclaimer method of avoiding risks 

is inadequate because it offers no pro- 
tection to the payee or depositor, and merely 
“passes the buck” without getting at the root 
of the trouble. 

Banking practice is sufficiently well estab- 
lished to warrant the enactment of uniform 
legislation by the various states. Such legis- 
lation should be comprehensive and inclu- 
sive, and it should be devised with due re- 
spect to the rights of all parties concerned 
in check collection. It must do no violence 
to established economic and business prac- 
tice. Primarily, it should be the purpose of 
such legislation to correct the inequities 
and limitations of common law based on 


court decision, which are clearly archaic and * 


out of harmony with modern business and 
banking requirements. 

Clearly it is the duty of the American 
Bankers’ Association, through its various 
legislative committees and sections, and with 
the aid of state associations, to prepare and 
Present the necessary legislation as soon as 
possible. We can think of no opposition 
which would be encountered from any inter- 
est involved, nor is the character of the 
needed legislation subject to much difference 
of opinion. 

A very desirable “by-product” of such 
legislation as we have suggested would be a 
Provision defining the true intent and effect 
of a bank endorsement stamp used on checks 
accepted for credit and collection. There 
is much conftision at the present time due to 
the fact that although the matter of endorse- 
ments is covered in the Negotiable Instru- 
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ments Act, that act does not cover in any 
way, except by indirection, the problems dis- 
cussed in this paper, the solution of which 
might affect endorsements. In providing for 
a new form of endorsement, it would also 


CHICAGO 7 ST.LOUIS 7 


MINNEAPOLIS 
7 DALLAS 


be possible to designate a form of endorse- 
ment very much shorter, and hence more 
economical, than the present. “Pay any bank, 
banker, or trust company—All prior en- 
dorsements guaranteed.” 


Traylor Honored at Testimonial Dinner 


NE of the most impressive events dur- 

ing the Houston convention was the 
testimonial dinner to Melvin A. Traylor, 
given by the bankers of Houston. One of 
the speakers was Governor Dan Moody of 
Texas, who expressed the pride of the state 
in having started Mr. Traylor off on his 
successful career in banking. 

There were several other banquets dur- 
ing the convention, among which were the 
annual subscription dinners of the Associa- 
tion of Reserve City .Bankers and of the 


alumni of the American Institute of Bank- 
ing. 

On the evening of October 26, President 
Preston gave a dinner to the incoming state 
vice-presidents of the American Bankers 
Association, the presidents and secretaries 
of the state bankers associations and the 
staff of the American Bankers Association. 

Complimentary dinners were also tendered 
by the Houston bankers to the officers of 
the several Divisions. 
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The Way Out in Taxation 


(Continued from page 332) 


considerable in proportion to the benefits of 
public administration. Bankers can largely 
determine which, and it is partly because our 
study of taxation must from now on take 
in a far wider field than banking alone that 
I have stopped to consider what the states 
can do if they find bank taxation more close- 
ly limited than they had supposed it was. 
But we must not be led now into a gen- 
eral discussion of taxation. National banks 
do not desire advantage over state banks 
or trust companies, and, of course, any limi- 
tation of the taxation of national banks will, 
as a practical matter, inure to the benefit 
of state institutions as well. We agree, do 
we not, that in the interest of all classes 


of banks the national safeguards against 
over-taxation should be maintained as they 
are, and that the shares of national banks 
must not be taxed more highly than com- 
peting moneyed capital, no matter who owns 
it. We agree that states that find their 
revenue likely to be impaired when this safe- 
guard is invoked have a considerable choice 
of substitutes they can tax. I am sure, too, 
that we all agree upon the grave importance 
of the issue, and that if it comes to con- 
troversy we shall every one of us take part 
and show how necessary to the highest in- 
tegrity of our banking system are the exist- 
ing national safeguards against excessive 
taxation. 
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Pooling Trust 
(Continued from page 343) 


ment experts know that each trust must 
stand upon its own feet and they select their 
investments accordingly. 

There is another point in connection with 
the possible adaptability of investment trusts 
to trust company practice. One of the most 
frequent criticisms of the investment trust 
plan is that the management often re- 
fuses to publish a statement showing their 
holdings. It is probably true that skilful 
management of these investment trusts in- 
volves a degree of secrecy with regard to 
holdings, for fear of creating unfavorable 
psychological effect upon the market if such 
holdings become known, particularly when 
held in large blocks. Yet any idea of with- 
holding information from beneficiaries as 
to the contents of portfolios in which they 
have beneficial interests is repugnant to 
trust company policy, and would at once 
bring down criticism from the public which 
it would be difficult to overcome. 


Types of Trusts Now Used 


oo are two types of 
trusts in general use. 
called “mobile trust,” which is frankly 
speculative in nature, dealing largely in 
fluctuating stocks, trading freely, going in 
and out of the market at presumably favor- 
able times. We may dismiss any thought 
of adopting the “mobile plan” in so far as 
trust investments are concerned. Argu- 
ments against it are too obvious. The whole 
theory is opposed to sound trust company 
administration. 

The other plan is known as the “static 
investment trust,” and apparently it leans 
more toward conservatism. Under this plan 
presumably sound diversified securities are 
purchased and put into the portfolio, and 
then held “for better or for worse” for all 
time to come. It is stipulated that nothing 
in the portfolio shall be sold out, whether 
it goes sour or not, the investors relying 
upon diversification to produce a good aver- 
age return. Obviously, each participant in 
the trust must own one or more complete 
salable units of each of the securities held, 
so that if he desires to cash in he may do 
so by withdrawing and selling those units. 

If trust companies had to choose between 
the “mobile” and the “static” form, un- 
doubtedly they would adopt the latter, and 
yet it is impossible to conceive by what 
machinery this form of trust could be made 
available to the general run of trusts han- 
dled by trust companies. Obviously, it 
would be feasible only for the large trusts 
which had sufficient funds co purchase a 
complete salable unit of each security held 
in the portfolio, and such large trusts are 
able to obtain the chief, if not only ad- 
vantage offered by the “static” plan, namely, 
diversification, by making up their own in- 
dividual diversified portfolios, without mix- 
ing up with other trusts in a pool. 

No matter what form of investment trust is 
offered, mechanical and administrative diffi- 
culties of throwing funds or securities from 
different trusts into the pool at different times 
and in different amounts, to be withdrawn at 
different times and in different amounts, seem 
to be almost insuperable from a bookkeeping 
standpoint. It is difficult to see how a trust 


investment 
One is the so- 
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could be settled, or how cash could be raised 
for a trust which had its assets tied up in 
a pool, without selling some of the securi- 
ties held in the pool. Certainly it would 
be necessary to liquidate a sufficient portion 
of the portfolio to raise the cash equivalent 
of the beneficial interest under liquidation, 
and it would seem to be impossible to do 
so in such.a manner as to make an equitable 
adjustment with other trusts in the pool. 

The theory of the investment trust is 
that each participant has an undivided pro- 
portionate interest in the entire portfolio, 
and yet unless the trust to be liquidated 
chanced to be exactly equal in value to so 
many integral units of each of the securi- 
ties held in the portfolio, which is highly 
improbable, it would be necessary for the 
trustee arbitrarily to assign to the trust a 
sufficient number of whole shares in certain 
of the securities to make up its value, and 
to do that would necessarily affect the 
rights of other members of the pool. The 
only alternative, apparently, would be for 
the trust company to itself carry a certain 
portion of the beneficial certificates, selling 
to or buying from individual trusts as the 
need arose. 

But there are many reasons why it would 
seem to be unwise for the trustee to par- 
ticipate in such a pool. Equally important 
objections seem to apply to the proposition 
of having the various trust companies co- 
operate in forming a separate investment 
organization for the purpose. 

There are other grave difficulties which 
would have to be overcome. It is well 
known that different earning rates are some- 
times advisable for different trusts, and in 
many cases trusts must have assigned to 
them specially selected securities in order to 
protect them against high income taxation. 
In fact, nearly every trust requires some 
special kind of treatment, and it would seem 
to be necessary to have a dozen or more 
different kinds of pools, varying in earning 
rate and taxability, maturity dates, etc., to 
suit the various kinds of trusts in hand, 
and if one should carry out this classifica- 
tion far enough to make it possible to serve 
the best interests of each and every indi- 
vidual trust administered, we would soon 
be back to the point from which we started, 
namely, a separate portfolio for each indi- 
vidual trust. 

Another serious difficulty is that many 
trusts, both living and testamentary, pre- 
scribe the exact method of making invest- 
ments, limiting the type of securities for 
trust funds, or giving specific property in 
the trust to certain designated beneficiaries 
at different periods or at final termination 
of the trust. In such trusts there would 
be no possibility of joining in a trust in- 
vestment pool. Such a pool would be 
largely confined to cash and possibly selected 
securities coming into the trust. 


HILE it is true that in California 

trustees are allowed to issue partici- 
pation certificates against a single mortgage, 
and in some other states trustees are 
allowed to pool one or more mortgages 
and issue participation certificates against 
them, this practice is limited only to invest- 
ments of a prescribed character wholly 
within the control of the trustee, and has 
not yet been sufficiently seasoned to be 
called successful. This practice is probably 
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as far as the legislatures will at present go, 
or trust companies recommend. It has some 
disadvantages now. At the termination of 
any trust it is necessary for the trustee it- 
self to take up participation certificates in 
such mortgages at. par and accrued interest 
until they can sell them to another trust. 
If any mortgage against which such par- 
ticipation certificates were issued should be 
foreclosed, it would become a difficult prob- 
lem to work out the ownership of the prop- 
erty taken on the foreclosure and _ its 
ultimate disposition. 

These are some of the objections and 
difficulties which appear to stand in the 
way of the application of the investment 
trust plan to trust investments, and yet the 


enormous growth of trust business during 
the last decade prompts one to view each 
new problem which arises from its broadest 
aspects, for in spite of well established laws 
and customs it is conceivable that the scien- 
tific study now being given this class of 
business may develop benefits to society 
which would justify a change in traditions 
and laws relating to trusts. 

Further discussion of the plan of pooling 
trust investments should be invited and may 
offer some constructive suggestions and 
thoughts for improving present methods of 
investing trust funds, but it is doubtful 
whether the time is ripe to either change the 
numerous laws to enable its accomplishment. 
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Keeping Down Banking Costs 


(Continued from page 349) 


the sake of higher rates, losses are inevit- 
able. Banks that regulate their interest 
rates by the grade of security offered from 
the borrower, which is proper, have found 
that their losses are from loans bearing high 
rates. 

“If too much attention is paid to high 
rates under the urge of impoverished earn- 
ings, the losses are more serious than from 
the deficit resulting from the small but usual 
income from prime loans.” 

Thus it is seen that the former sources 
of revenue have been cut off. At the same 
time, the cost of doing business has been 
on the rise. Everyone is vitally conscious 


of the fact that taxes never grow less. If 
one taxing authority inaugurates an era of 
economy, another starts a spasm of spend- 
ing. 

Clerical help is underpaid, especially when 
salaries of office workers are compared with 
the average wage received by those engaged 
in skilled trades, where the apprenticeship 
is shorter and the requirements of good char- 
acter and pleasing personality are not nearly 
so rigid as in the banking business. 

Again, reserve requirements are stricter 
for all banks. Members of the Federal Re- 
serve System receive no interest on their 
balances; exchange charges have been prac- 
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tically eliminated. So it is that every change 
made seems to pound down bank earnings a 
little further. 


A Change Is Imperative 


ERTAINLY it is not good for the 

banks for the present trend to con- 
tinue. It is not good for the public, either. 
The remedy lies in adding a reasonable ser- 
vice charge for handling unprofitable ac- 
counts, and transacting miscellaneous busi- 
ness of a non-lucrative nature. 

Thus far the problem has been vicwed 
from two angles—increased interest paid to 
depositors and increased expenditures inci- 
dent to operation. 

Now comes the final element in the prob- 
lem—losses, a subject close to the heart of 
every bank commissioner. When the gen- 
eral public thinks of bank losses, official de- 
falcations and dishonesty naturally come to 
mind. 

True enough, this is one cause of loss, 
but only in isolated cases. Close and care- 
ful supervision will reduce this evil to a 
minimum. 

Another cause of loss is mismanagement. 
Here again the way out lies through educa- 
tion and a weeding out of the inefficient and 
those temperamentally unfit for banking 
business. 

Many losses are attributable, primarily, to 
commercial banks furnishing capital to cus- 
tomers instead of credit. No loan secured 
by stocks should be acceptable to, or passed 
by, any bank, unless the stock of the com- 
pany has a commercial value, or unless the 
company has been in operation long enough 
to prove its standing. ° 


Trouble in Excess Credits 


source of constant difficulty 
comes from the fact that too many 
banks are furnishing credit to special lines 
in excess amounts. These lines, unfortunate- 
ly, are often found among the bank’s own 
directors. No director can competently serve 
on the bank’s board where that bank is 
carrying for him a large line not fully se- 
cured, or self-liquidating. 

Finally, many losses may be traced to the 
atmosphere of easy credit. This is bad train- 
ing for the public mind. All too frequently 
the facilities of a bank and the friendship of 
a banker are both abused. The officers of 
a bank are often responsible for the false 
notion of easy credit. No wise banker will 
allow himself to be placed in such an awk- 
ward position. Yet, in the country bank, 
the active officer must be a versatile man, 
and the problem of attracting business and 
at the same time passing judiciously and 
wisely on credits is most difficult. 

No bank which serves gratuitously as 
bookkeeper and public accountant for the 
community can expect to secure any return 
on the vast majority of its accounts. Such 
services prohibit him giving the bank the re- 
quired attention. No sensible depositor, no 
reasonable man, can expect a banking insti- 
tution to spend its energies and drain away 
its strength in such fashion as to destroy its 
ability to come to the aid of worthwhile 
business enterprises, and prevent it from ser- 
ving as a financial bulwark in periods of 
stress and strain—the very purpose for which 
it is organized. 


422 
ROBERT M. — 
MARTIN A. OLSON................Assistant Vice-President 
Assistant Cashier 
.......-Assistant Cashier and Auditor 
Assistant Cashier 
| 


November, 1927 


Adjusting Banking to— 
(Continued from page 324) 


ess of .elimination he will find that cer- 
tain. banks do not require immediate atten- 
tion. This does not mean that he should 
not drop in on his rounds of visiting, touch- 
ing lightly here and there as the circum- 
stances require, but it does mean that he 
should strike at the weak points first. The 
reports will show him the banks that are 
struggling along and needing help. It should 
be his aim and his solemn purpose to re- 
lieve the distress in such banks immediately 
by using every known practical method of 
improving the bank’s note case and, after 
this has been done, turn his attention next 
to the second step, viz., increasing its earn- 
ings. 


Developing New Revenues 


: average bank has sources of income 
which are untouched. A clever bank 
examiner will point the way to these sources 
and utilize them through service charges 
and otherwise. He can influence competing 
banks to take these steps of salvation. He 
will find in small towns two or three banks, 
all operating at a loss. By careful applica- 
tion of sound business teaching he will soon 
be able to consolidate some of these banks 
into stronger institutions, thus rendering a 
very great service to the bankers them- 
selves, as well as to the people of these 
various communities. 

As a result of the method of doing the 
necessary work first, he can give a great 
deal of time to this rejuvenation work, in- 
stead of extravagantly using his time strik- 
ing balances in banks, which primarily is 
not profitable: work. This does not mean 
that balances should not be taken and re- 
ports should not be made, but it does mean 
that the important and necessary things 
should be done first. Our troubles do not 
arise from poor bookkeeping, but rather 
from poor note cases and lack of revenues. 

What is the object of the state in examin- 
ing banks, anyway? Was it not originally 
designed that banks should be examined for 
the purpose of seeing that they were per- 
forming their functions? Notwithstanding 
this great purpose the various banking de- 
partments of the country seem to have com- 
pletely lost sight of the main objective and 
have reduced their activities merely to that 
of auditing departments with formal re- 
ports to the commissioners of banking, who 
perfunctorily attempt to administer the find- 
ings of the reports by mail. 

Their objective should be that which was 
contemplated by the legislatures, which cre- 
ated these banking departments, viz., the 
supervision of banks with a view of guaran- 
teeing to the people that they perform their 
functions. 


The Examiner’s Real Duties 


O do this an examiner must be an ex- 

ecutive officer in effect. He must sit 
with banker in an effort to see that these 
sound banking practices are observed. If 
Not it is his plain duty to see that they are 
observed. If note cases are not sound, he 
should find the cause for these unsound con- 
ditions and remedy them at the very earliest 
Possible moment, even if he finds it neces- 
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sary to bring the borrowers into the bank, 
one by one, and go to the very root of the 
difficulty. The cause should be removed, 
whatever it may be, and as a rule, the cause 
will be found in the unsound ideas that the 
banker possesses in regard to the conduct of 
a bank and his duty then would be the re- 
placement of these ideas of unsound bank- 
ing with those that will produce better re- 
sults. 
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EDWARD D. DUFFIELD CHARLES B. SEGER 
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The examiner, living at home with his 
family, is contented. He can drive each day 
to the remotest bank in his district, make 
such casual examinations and such specific 
recommendations as he may see fit and call 
on probably a half dozen banks on the trip, 
going and coming, completing other minor 
details of supervision by keeping in close 
touch with his banks. 

Instead of giving up his entire time to 
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this more or less useless work of auditing, 
he gives more of his time to supervision 
and administration where it is vitally needed. 
There isn’t one bank in a thousand, which 
fails, whose failure can be attributed to bad 
bookkeeping. The failure is attributable di- 
rectly to mismanagement and competition. 
The examiner can influence tremendously 
these factors. He can influence the man- 
agement. He can influence the competition. 
He can raise the qualifications of the banker 
by carrying on an educational program on 
his numerous visits. 

Without doubt the aims and purposes of 
an examiner, as covered in this outline, are 
in harmony with the objectives that the 
various legislatures had in mind when they 


created banks and set such restrictions about 
them as they thought would safeguard the 
people. The trouble has been that every- 
body becomes muddled about these very 
simple matters and the objectives are so 
hidden and obscure that the purposes of the 
states have been lost. 


An Experimental District 


i. order to demonstrate the feasibility of 
this plan an experimental district has 
been set up at Fremont, Neb., known as the 
“First Nebraska Bankers’ Credit Clearing 
House Association,” and it is now commenc- 


ing operations. It is the first attempt in the 
United States to utilize the advantages of 
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the city. clearing house with examiner 
through the legally established banking de- 
partment. 

The state examiner assigned to this ter- 
ritory lives in Fremont. He has been pro- 
vided with an office and a secretary by the 
bankers of the district, who are united in 
an association with the above title for credit 
clearing house purposes. 

This association is wholly voluntary co- 
operating with the examiner and for the 
purpose of aiding him in an advisory way 
whenever called upon to do so in difficult 
cases that come under his supervision. 

The district includes all state banks, of 
course, because the bankers of the district 
are as much concerned about the weak 
banks as they are about the strong ones, 
and the examiner, of course, examines them 
all because he is a state examiner assigned 
to this district. 

It is hoped that within a few months from 
the date of the organization of this district 
the system will be effectively working with 
a complete credit bureau in operation and 
possibly with an assistant, furnished by the 
association, accompanying the examiner 
merely for the purpose of aiding banks here 
and there to carry out the findings of the 
examiner, whatever they may be. 


A Great Saving Assured 


HE credit bureau will be established at 

the same time under the supervision of 
this assistant. The information gathered 
from bankers and from the examiner will 
suffice to spot every duplicate borrower and 
classify him. This information will be 
given only where it is needed and to those 
who are interested. It goes without saying 
that in the course of a year these five coun- 
ties will save tens of thousands of dollars 
that they have lost heretofore. 

What we are attempting to do in this 
district, with great promise of results, can 
be done by banking departments throughout 


“the United States without practically any 


additional legislation at all. It is now within 
the power of banking commissioners every- 
where, practically speaking, to apply this 
policy. They can create districts and estab- 
lish an examiner in each of these districts 
with responsibility for his work and give aid 
and encouragement to the’ bankers of the 
district to organize clearing house associa- 
tions with credit bureaus and assistants that 
will make the system perfect. 

No clearing house association with exam- 
iner now in existence seems to possess any 
advantages whatever over the system we 
have established in this district at Fremont. 
The results, that have been obtained by 
these clearing house associations with ex- 
aminers, have proved to be highly satisfac- 
tory but there are only thirty-five of them 
in the United States and they do not affect 
the great mass of bankers and banking com- 
munities, but through this simple method, 
that is being demonstrated at Fremont, it 
would appear to be within the range of pos- 
sibility for the great bulk of the states of 
the Union to have the full benefit of a 
clearing house association with examiner 
and credit bureau combined. The only thing 
necessary to change is the viewpoint of the 
commissioners themselves. 
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Making Investments 
(Continued from page 330) 


years ago the bulk of publicly owned se- 
curities was rails. Financial pyramiding, 
incompetent management and other abuses 
did not entirely destroy faith in the essen- 
tial value of these securities. Transporta- 
tion is a prime necessity. Railroads are 
permanent. They operate on a cash basis. 
They show relatively good earnings. So, 
despite the event of many defaults and 
receiverships, railroad bonds are a favorite 
medium for conservative investment. This 
is indicated by the fact they are included 
with governments and municipals as the 
permitted investment for trust funds in those 
states whose laws are restrictive. An anal- 
ysis to determine the investment position 
of rails would take into consideration the 
capital structure, valuations, physical con- 
ditions, location and earnings. Through 
governmental requirement there are sufficient 
available data supplemented with frequent 
published reports to make such analysis pos- 
sible; and through recent Federal legisla- 
tion, investors in railroad securities are af- 
forded an added protection. The principle 
of the Transportation Act of 1920 practi- 
cally assures a fair return upon capital in- 
vestment. 

Telephone and telegraph, gas, water, elec- 
tric light, power and traction are the 
public utilities. They possess characteristics 
which make the industry a desirable field 
for investment. They provide a service in- 
dispensable to a modern living. They are 
usually non-competitive. They are on a 
cash basis. They are little affected by com- 
mercial fluctuations. They enjoy a remark- 
able stability of business, and the trend 
of their earnings is constantly upward. 

There are certain tests which might be 
applied to public utility bonds to determine 
their soundness as a desirable medium for 
investing. The utility should operate with- 
out competition and should satisfactorily 
serve its community. It should have a suit- 
able franchise, which should exceed the life 
of the bond by at feast five years. The 
bonded debt should not exceed one and one- 
half times the capital stock, nor two-thirds 
the property value. The interest require- 
ment should be earned at least twice for 
the past five year period. The bonds should 
be secured by senior mortgages. The issue 
should be of sufficient size to insure some- 
thing of an active market. Utility bonds, 
which possess these underlying elements, 
have found much favor with discriminating 
investors. 

Industrial bonds involve a greater element 
of risk than governments, municipals, rails 
or utilities. There is a hazard in business, 
and there is an absence of governmental 
regulation and protection. The prudent in- 
vestor will, therefore, select those companies 
which are engaged in industries whose earn- 
ing power is inherently stable. He will 
prefer a corporation with a large fixed capi- 
tal investment compared to its funded debt. 
He will choose securities based on essentials 
rather than non-essentials. He will do well 
to study production and commerce, for usu- 
ally prices move upward as trade becomes 
Prosperous and conversely. Few industrial 
corporations can demonstrate the stability of 
earning power that a good railroad or public 
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utility enjoys. For which reason the in- 
vestor should include fewer industrials in his 
holdings than the other types of bonds, and 
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they should compensate with a higher in- 
terest return. 

There are two distinct types of bond 
investors: the one is chiefly concerned 
with investing for security, the other with 
investing for profit. The investor for safety 
will choose only such bonds as have the 
highest security behind them, and conse- 
quently he will take a low yield. He will 
diversify his investments both as to in- 
dustries and according to their geographi- 
cal location. He will insist on a ready and 
a broad market for his securities, so if 
need be he can dispose of his holdings 
without delay. 

He will buy only when he is in funds, 
regardless of business cycles or trade barom- 
eters. He is satisfied with his coupon so 
long as the quality of his bond does not de- 
cline. 

The investor for profit, while giving full 
consideration to the question what to buy, 
is also influenced by when to buy. He 
knows the theory of the business cycle, 
which has been developed by learned econo- 
mists. He knows it consists of four main 
periods: First, steady expansion of busi- 
ness; second, prosperity; third, liquidation; 
fourth, depression. Broadly speaking, se- 
curities begin their advance in time of de- 
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pression and continue until the latter part 
of the period of prosperity, when the down- 
ward movement commences and lasts near- 
ly through the period of liquidation. The 
investor who recognizes those cycles may 
profit from year to year by changing from 
long-term bonds to short maturities and 
back again, and at the same time enjoy a 
high measure of safety. 

The present market condition shows that 
bonds are higher today than any time since 
1913. Before the war we annually absorbed 
only two and one-half billions of the new 
securities, and now we take $8,000,000,000, 
There is a shortage of new issues, and it 
is likely to continue. There is so much 
capital for investment that good bond is- 
sues are quickly over-subscribed. The money 
market today has all the earmarks of dis- 
tinct ease and gives clear promise of re- 
maining in that condition for some time 
to come. Cheap money means high priced 
bonds. Each day brings forth a new crop 
of investors with ever-increasing purchas- 
ing powers. We have acquired as a basis of 
our credit a stock of gold equal to half the 
world’s visible supply. Each and every ex- 
isting condition promises a continued up- 
ward trend of bond prices, subject only to 
minor reactions. 


A Few Pointers 


N the formulation of an investment pro- 

gram the investor might well keep in 
mind certain general fundamental princi- 
ples. The higher the rate, the lower the 
security, is applicable to bonds as to other 
types of investment. If large interest re- 
turns are required, he must forego something 
of safety or something of marketability, 
etc. His investments might prudently be a 
compromise between the desire for income 
and the necessity for other fundamental 
qualities. 

Do not keep all the eggs in one basket. 
While diversification affords no substitute 
for the use of intelligence in selecting se- 
curities, it does, in a measure, protect against 
the consequence of unforeseen misfortune in 
business. Commitments as to the type of 
bond, the geographical location and the ma- 
turities should be distributed. 

A bond may be known by the company 
it keeps. Reputable high grade investment 
houses carry their responsibilities to their 
customers very seriously. Their advice and 
recommendations are entitled to considera- 
ble weight. The investor must have confi- 
dence in the opinions of some financial ex- 
perts, but they should be chosen with care. 

Do not guess when investing. Analyze 
the relative merits of a bond. Scratch the 
surface and see just what is behind it. 
Scrutinize the company’s past record; inves- 
tigate its present management; try to visual- 
ize its future welfare. Do not try to guess 
the exact month to buy nor the exact 
month to sell. Business trends and price 
swings are not confined to single months, 
nor to single seasons. Do not try to specu- 
late. It is entirely outside the province of 
banking. 

Without further recapitulation, the state- 
ment might be made that, because there is 
available today such an abundance of vital 
information concerning investments, the in- 
vestor can, with reasonable certainty, keep 
his funds profitably and prudently employed. 
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School Savings 


(Continued from page 336) 


is in many cases a lack of understanding 
on the part of the husband or wife, or both, 
of the part money plays in human relation- 
ship. Benjamin Franklin stated that once 
the financial position of his home became 
easier his wife had a better temper and 
slept better at night. 

Already, in the states of California, 
Connecticut, Illinois, Indiana, Massachu- 
setts, Michigan, Minnesota, New Jersey, 
New York, Ohio, Pennsylvania, Rhode 
Island, Washington, and Wisconsin, school 
savings have assumed really large propor- 
tions. In seven of these states, gross de- 
posits for the year passed the million mark. 
In Pennsylvania it was in excess of $4,000,- 
000, and in New York it exceeds $3,000,000. 
In many of the districts of these states 
the parents and children are advised at the 
opening of the. school year that the object 
of school savings banking is to give the 
children a knowledge of the value of money 
and judgment in its use. 

The whole matter, as it concerns patriotic 
Americans, simmers down to this simple 
proposition: Are we satisfied in this de- 
mocracy to follow simply the European 
countries into the shadows—old-age pen- 
sions and unemployment doles—or do we 
rather prefer to continue the work for our 
people’s personal independence, achieved 
through a knowledge of income manage- 
ment which in its essence is simply the cul- 
minating subject making possible the widest 
utilization of the instruction now given in 
the public schools at a tremendous cost. 

The training contemplated under the term 
of school savings is no panacea. It will 
not make adepts of inepts. It will not make 
experts of the mediocre. In no case can 
it materially improve the condition of those 
persons unequipped naturally as to mental- 
ity. It does give promise, however, of ac- 
quainting normal children with the simple 
problems involved in income management 
at a time when their habits have not be- 
come fixed. 

America has been so rich in natural re- 
sources that emphasis has been placed upon 
the making of a fortune quickly rather than 
upon the science of investment. As a result 
few persons know anything about the wise 
investment of money. 

What is the reaction of the school to 
the teaching of school savings? In those 
states where installations have been most 
frequent, opposition has practically ceased. 
Opposition is found only in those states 
where installations are infrequent or of a 
poor quality. 

Early in the eighteenth century, when the 
merchant vessels of Great Britain were ham- 
pered in their sailing by reason of in- 
accurate chronometers, and a vessel sailing 
from Plymouth or Liverpool had difficulty 
in finding her position at sea or her home 
port again, Parliament offered prizes, aggre- 
gating about $100,000, to the person or per- 
sons who could manufacture a chronometer 
which would keep time with accuracy. John 
Harrison won the prizes after many years 
of work. Experts say that his success was 
due rather to refinements of manufacture 
than to the development of new principles. 

So it is with income management, known 
generally as school savings. The materials 
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are at hand: Reorganization in some places, 
refinement of method in many cases may be 
necessary. The utilization of psychology to 
the same degree as has been done in sales- 
manship will bring equally good results in 
income management. 

As the project is coming to be better un- 
derstood, manuals and textbooks are begin- 
ning to appear. Bankers’ associations, ser- 
vice organizations, women’s clubs are fos- 
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tering it. The important thing now, how- 
ever, is that those schools which, through 
lack of interest, too great inertia, misunder- 
standing of meaning, or for any other purpose, 
have refused or neglected to install school 
savings shall do so at the earliest practicable 
time, so that the children, who yearly are 
crowding from the schools into industry, 
shall not be handicapped at the very begin- 
ning of their careers by lack of information. 
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EGURITY 
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than ordinary facilities. 
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Our short. term obligations have 


been_ purchased by more than five 
thousand banks in thes United States. 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


Executive Office *250 WEST 57% ST. + New York City 
Capital, Surplus © Undivided 


Profits 


Selling Bank Services 


(Continued from page 346) 


The arrangements for the preparation of 
copy are very simple: the advertising de- 
partment of each bank in turn takes charge 
of the preparation of the copy for two 
months at a time. 

The qualifications of the various trade, 
religious, fraternal, and other periodicals 
published in the New Orleans territory are 
very carefully investigated by the commit- 
tee, and when by unanimous action it is 
decided to use any one of these papers, a 
joint contract is made similar to that which 
obtains with regard to the mewspapers. 
Whenever, after a thorough analysis, it is 


$50,626,000 


determined that any particular paper does 
not offer sufficient advertising value, the 
banks agree not to advertise in it. It is 
a well-known fact among all buyers of 
advertising that the woods are full of “fake” 
and “graft” advertising propositions of all 
kinds. 

It is equally well known that many well- 
meaning people interested in entirely worthy 
enterprises of a public or semi-public or 
charitable nature are so shortsighted as to 
offer space in programs, year books, church 
bulletins, school and club papers, fraternal 
publications, catalogs, etc., ad infinitum, ad 
nauseum endeavoring thereby to shoulder off 
the cost of such publications on to easy, 
good-natured but unbusiness-like advertisers. 

One of the functions of the New Orleans 


Associated Banks’ Advertising Committee is 
to eliminate this undesirable practice, and 
those who realize how firmly embedded these 
gentle forms of “graft” have become in the 
business world can understand that it has 
been no easy job. Every application for this 
form of “advertising” is required to be 
made in writing and submitted to some 
member of the committee, who, in turn, 
presents it for consideration at the next 
meeting, where in due course it usually is 
swiftly but painlessly decapitated. And it 
can be added that the number of these ap- 
plications has materially decreased since the 
committee began to function. 

The actual cost of the joint advertising 
campaign in the New Orleans newspapers 
approximates $1,000 per month, or $12,000 
per year. Each bank pays a proportion of 
this total based approximately on the pro- 
portion that its deposits bear to the total 
deposits of all the banks. Bills are ren- 
dered by the several newspapers in total, 
and one of the banks acts as a clearing 
house, makes the necessary analyses, and 
then submits the bills to the several banks. 

By this means the New Orleans banks are 
telling to the New Orleans public the story 
of continuous, intelligent thrift, and the 
story of competent and confidential fidu- 
ciary service in a big, broad-minded way, 
continuously, logically and effectively. More- 
over, the banks are thus getting larger space 
in the newspapers at a considerable saving 
in individual cost. 

Obviously, because the advertisements are 
not keyed and are all necessarily general 
in their nature, it is impossible to trace spe- 
cific results from this advertising, but the 
New Orleans banks are well satisfied with 
the apparent results. 


The Results Obtained 


HE fiduciary business of a trust com- 

pany naturally is hard to measure, but 
it is interesting to note that since the New 
Orleans banks began their joint advertising 
campaign back in 1919, the amount of fidu- 
ciary business handled by the New Orleans 
banks has more than trebled. 

By the same token, during the same period, 
the savings deposits in the New Orleans 
banks have more than doubled. 

Of course it is idle to assume that all 
of this increase in business has been due 
to the cooperative advertising carried on 
by the local banks, but it cannot be denied 
that during the time that this cooperative 
effort has been in force New Orleans banks 
have enjoyed a far greater growth than ever 
before in the history of the city, and New 
Orleans is more than 200 years old. 

Most of this increase can be credited to 
the growth of the city and its environs, and 
to the development of its port activities, but 
New Orleans banks are so well satisfied with 
this community endeavor that they propose 
to continue it indefinitely. 

Furthermore, in advertising to the people 
of their city and state in the cooperative 
method described, the New Orleans banks 
believe that, while serving themselves, they 
are also performing a worth-while public 
service in a larger, broader and more al- 
truistic sense, a service that will produce 
future dividends in a prosperous, substan- 
tial and intelligent citizenship. 


| 


November, 1927 


Fruits of Capital 
(Continued from page 311) 


that crisis when minutes meant not only dol- 
lars, but countless human lives. 

While the prices of other commodities have 
risen in twelve years from 100 to 250 per 
cent, the average price of the electric lamp 
has increased less than 1 per cent. 

This achievement is the result of the long 
and patient research made possible by com- 
bined capital, the value of whose contribu- 
tions to scientific invention may be appre- 
ciated when we realize that its expenditure 
in research work of this company alone is 
$15,000,000 annually. 


Fascinating Field of 
Research 


N the Westinghouse laboratory is an ap- 

paratus which tests pieces of steel mag- 
netically without destroying or even mark- 
ing the specimen. 

On another floor a glass worker is mak- 
ing small glass bulbs no larger than pea- 
nuts. Inside each is a spot of metallic potas- 
sium driven actually through the glass by 
electric forces after the bulb is sealed. If 
a light ray falls on the spot of potassium a 
cloud of electrons flies out from the metal 
as bees from a beehive when you remove 
its top. 

And what a marvelous atom the electron 
is! From an area of a filament no larger 
than a pinhead there escape each second 
more than a million billions of electrons. 

In a barely visible spark from the back 
of a cat there are more electrons than you 
could count in a million years. From this 
you may appreciate the delicacy of the task 
and the refinement of the research in which 
this enterprise is engaged. 

When we consider the unlimited power 
which these combined atoms contain, and 
realize that they are moving the world to- 
day, we can understand how electrical en- 
gineers dream of the discovery of a perfect 
insulator, a coating that will permit us to 
feed six or eight million volts of electricity 
into an insulated wire and have it come out 
safely at the other end. 


Solving Life’s Mysteries 


HE persistence of combined capital in 
solving these mysteries commands the 
world’s admiration. 

This research work is one of religious in- 
tensity, and upon its continuance depends 
much of the future course of the world’s 
industry. 

Another marvelous invention makes pos- 
sible the carrying of electricity in one di- 
rection and not the other, a one-way electric 
highway. 

After years of research in this laboratory, 
an outside inventor recently chanced upon 
the discovery which makes this wonder pos- 
sible. 

The fruit of combined capital’s research is 
also found in the submarine detector, the 
wireless messenger that baffles space and 
time, new motors for industries, more effi- 
cient electrification of steam roads, rural elec- 
tric service extension to farms, and domes- 
tic electric appliances from refrigeration to 
radio. 


Buy Securities with 
a Profitable Future 


Some stocks and bonds have had their } 
day—and, while sound, offer no further | 
opportunities for real profit. Others are | 
slipping backward—sure to bring loss 
to holders. 


But there are certain securities with a 
profitable future. Our staff of invest- 
ment experts and market analysts con- 
stantly investigate facts and figures] 
which locate such securities and result 
in profits for our clients. 


Write today for our new booklet 
“Managing Investment Funds"’ and 
latest ‘‘ Security Market Review"’ 


INVESTORS SUPERVISORY SERVICE 
Mh) FIFTEEN WILLIAM STREET, New Yo 


AMERICAN BANKERS ASSOCIATION 


‘FINANCIAL STATEMENTS 


(CREDIT APPLICATION BLANKS) 
Designed and Approved by the 
CLEARING HOUSE SECTION 
AMERICAN BANKERS ASSOCIATION 


Three revised Forms of 4 pp. each 844 x 11. 
No. 2. Individual, Manufacturing or Mercantile. 
No. 3. Corporation. 

No. 4. Partnership. 
100 300 500 1000 


$4.00 $9.00 $12.50 $20.00 


No.1. Farmer 2 pp., 84x11. 
100 300 500 1000 


$2.00 $4.50 $6.25 $10.00 
Imprinted with bank name, small extra charge. 
Specimen free on application. 
Send 20 cents for set of four (4). 


M. B. BROWN PRINTING & BINDING CO. 
37-41 Chambers St., New York, N. Y. 


One of the outstanding research institu- 
tions, the direct result of combined capital 
and public spirit, is the Mellon Institute at 
Pittsburgh, founded by Andrew W. and 
Richard Beatty Mellon. 


Radio’s Romance 


HE marvels of radio are treading so 

rapidly upon each other’s heels that the 
early sacrifices of such pioneer promoters as 
Thomas Hartley Given and Hay Walker, the 
backing of whose combined capital brought 
millions of dollars to its rescue as it strug- 
gled through infancy, is almost a forgotten 
story. 

In the world of aviation Langley may have 
been a dreamer or a genius, but the Wright 
Brothers were both. They all served their 
purpose. 

But without detracting from the scores of 
individual inventors, combined capital and 
the financial sacrifices being made by Henry 
Ford and scores of others to remove the 
perils and add to the practical uses and pleas- 
ures of aviation at this very hour is one of 
the finest manifestations of faith in the fu- 
ture that is marking the present age. 
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Guaranteed 
Safety 


and 6% 


E MPIRE BONDS 
combine a degree of 
safety and liberal 
yield unmatched in 
mortgage loans: 


— Guaranteed by one or 
more strong surety 
companies. 


— Legal for trust funds. 


— Independently trus- 
teed by a large bank 
or trust company. 

— Secured by a closed 
first mortgage on in- 
come-earning real 
estateinleading Amet- 
ican cities. 


Make this strict standard 
of safety and income your 
own standard for profit- 
able investments. 


Empire Bond & Mortgage Corporation 
National City Building 


42nd Street at Madison Avenue, New York 


Complete Equipment 
for 


Bank Police, Watchmen 


and Messengers 


REVOLVERS 
Riot Shot Guns 
Sub-Machine Guns 
Holsters, Whistles, Etc. 


Write for complete Catalog 
“RB” of Police Goods and 
Holsters 


E 

MILITARY POLICE HOLSTERS: 
FOLSOM PATENT. 
A. 132, 
_314 BROADWAY NONEW YORK, 
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(y* Trading Department is con- 
nected with the principal security 
markets by direct private wires. It is 
equipped to render prompt and effi- 
cient service, including quotations on 
bonds and stocks, listed and unlisted. 


Inquiry solicited 


A.C.ALLYN4*» COMPANY 


Incorporated 


67 West Monroe St. 


New York Boston 
8t. Louis Milwaukee 


Municipal Bonds 


Safety of Principal 
All Maturities 
All Denominations 


Tax Exemption 


to 6.00% 


Write for offerings 
and Bank discounts. 


Incorporated 1910 
MUNICIPAL BONDS 
39 South La Salle St., Chicago 
New York Detroit Philadelphia St. Louis 


2 
a 


CHICAGO 


Philadelphia 
Minneapolis 


ul Fifty Broadway New York 


Phone Randolph 6340 
Detroit 


FIXED TRUST 


Common Stock 
Trust Shares 


(An Investment Trust) 


Substitutions may be made 
in the underlying portfolio 
of 100 high grade stocks, 
under carefully drawn provi- 
sions of the Trust Agreement 
under which Chatham Phenix 
National Bank and Trust 
Company, New York, is 
Trustee. There are 10 rigid 
conditions governing substi- 
tutions. 

This flexibility insures the 
maintenance of a high qual- 
ity of holdings. 


Circular B.A.-63-A on Request 


United States Shares 


Corporation 


San Francisco 


Machine Relieves the Man 


OMBINATIONS of capital have ef- 
fected countless improved methods in 
various other lines of production. 

These include the increasing utilization of 
machinery and power; the introduction of 
various sorts of labor devices and mechan- 
ical methods; the growth of mass produc- 
tion of standardized articles; the elimina- 
tion of waste; the intelligent discounting of 
the future market requirements by planning 
production in relation to general business 
conditions and coming need:, and other econ- 
omies resulting from improvements in 
methods and management. 

Another result is brought about by shift- 
ing production from industries dependent 
upon manual labor to industries more sus- 
ceptible to mass production through ma- 
chinery. 

Outstanding cases are the manufacture of 
motor vehicles and the producing, shipping 
and refining of petroleum. Then comes the 
substitution of new products for old, such 
as cement and steel for lumber and other 
building products, cigarets for cigars, and 
baker’s bread and factory canned goods for 
the old-fashioned products of the housewife. 

Since the machine does not have to have 
food to eat, a house to sleep in and a family 
to raise, the absence of all these fixed charges 
must in the end reflect their benefits upon 
society in general. 


Capital and the Farmer 


Bip effects of less pretentious combina- 
tions of capital and wider investment 
units are also revealing themselves in the 
agricultural world. 

While farmers are drifting to the cities, 
farms themselves are not being abandoned. 

A recent study of a single Kansas county 
discloses the fact that in twenty years the 
number of farms decreased by 144. This 
involved a loss of 720 in the farm popu- 
lation, and yet not a single farm was aban- 
doned. 

The number of farms less than 260 acres 
greatly decreased, because with modern ma- 
chinery it did not pay to farm such small 
areas. Those between 260 and 1000 acres 
greatly increased, indicating a merger of 
the smaller farms. 

In 1900 all farm implements in the county 
were valued at $474,000, divided among 1940 
farmers, while in 1920 the farm implements 
were valued at $2,171,000, with 144 less 
farmers than 20 years before. 

In a word, while the number of farms de- 
creased 714 per cent, the value of farm ma- 
chinery increased 357 per cent. 

The answer is that the added efficiency of 
the implements brought at reasonable cost 
to the farmer’s door by the International 
Harvester Company, coupled with the en- 
larged investment of the farmer himself in 
extended agricultural areas, is furnishing in- 
creased benefits to the country at large in 
spite of the continuous decrease in farm pop- 
ulation. 


HARRIS TWEED 


DIRECT FROM THE MAKERS 
Hand-Woven, High Class Material, an 
Aristocrat of Tweed for Golf and All 

Sports Wear 
Patterns free on request—stating shades desired 
NEWALL 330 Stornoway, Scotland 
SUIT-LENGTHS CUT TO ORDER 


The Telephone 


OWHERE, in all the records of fact 

or fable, is there a more fascinating 

story than that of the development of the 
telephone. 

The American Telegraph & Telephone 


Bank Stocks 


Write for B.T. 1. 


Guttag Bros. 
16 Exchange Place New York 
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Company, the market value of whose stock 
is almost two billion dollars, commands our 
confidence and arouses our admiration be- 
cause from its inception it has been illus- 
trating in countless ways the virtues of com- 
bined capital. 

Eighteen million telephones making neigh- 
bors of us all. England, Scotland, Wales 
and Mexico brought within speaking range 
of the remotest hamlet in America. In its 
struggle for better service it has expended 
Sour hundred million dollars in a single 
year. 

Millions upon millions of dollars have 
been expended through the years in scien- 
tific and other research work for the benefit 
of mankind. 

Let the carping critics and political pyg- 
_ mies rant as they may against combined 
capital. In their never ending struggle to 
promote their own fortunes by engendering 
hatreds among men they will continue to 
contribute to the world’s confusion. 

Our answer is that out of all the forces 
at work in America today there is looming 
a new era, a new relationship between in- 
dustry and individuals, between combined 
capital and community. An era of under- 
standing, an era of healthy, harmonious and 
helpful cooperation, out of which are being 
evolved higher standards of living and an 
ever increasing diffusion of wealth and com- 
fort. 


A Silent Revolution 


ie a word, we are passing through an in- 
dustrial and social revolution, and the 
glory of it all lies in the fact that it is a 
peaceful one. 

God’s children are not being crucified head 
downward upon a cross; no torture cham- 
bers are emitting cries of pain; no bastilles 
are being stormed by angry mobs; no streets 
are lined with gibbets; no rivers are run- 
ning with blood—but a revolution born of 
cooperation, of light and love is scattering 
the fruits of prosperity and the flowers of 
enduring peace as it travels on. 

Vicissitudes have we—yes. Sorrows have 
we—yes. The lingering suffering of disease 
—yes. The penalizing shame of sin—yes. 
The humiliating handicaps of ignorance— 
yes. But all of these are constantly decreas- 
ing as the days go by, for with every hour 
the magic touch of man’s genius is lifting 
our burdens; plagues are passing away; sin 
is casting a smaller shadow. An all-conquer- 
ing science is alleviating human suffering 
and prolonging man’s days on earth. With 
every sound of the school bell ignorance is 
disappearing, while the chimes from the 
church towers on every highway are telling 
the world anew of a closer brotherhood 
among men. 

But our task is not complete. 

We must toil as we travel on and build as 
we go. 

When your work and mine is done our 
fertile fields will blossom as the rose; our 
blazing furnaces everywhere will be lighting 
up the night; our mill wheels will be min- 
gling their merry whir with the music of the 
spheres; our products will burden cars that 
plunge at demon speed across the plains and 
weigh down a thousand vessels that ride our 
inland waters as they go singing to the seas, 
and sail in turn on their mission to meet the 


AMERICAN BANKERS ASSOCIATION JOURNAL 


hat 
would happen— 


if a gun was fired 
in your bank? 


Think of the danger of wounding 
customers, employees or pedes- 
trians on the street from richo- 
chetting bullets, the ensuing 
panic and embarrassment from 
gun play. 


Leading bankers are avoiding 
such a possibility by equipping 
all guards. with 


Federal Gas 

Billies 
Operates as quickly as a pistol. 
Instantly effective. It does not 
injure. Results wear off ir fifteen 
to twenty minutes. The Tear 
Gas can be quickly and easily 
cleared from the bank. Just the 
weapon for guards, messengers 
and tellers. Thousands now in 
use. 


Write for literature fully de- 
scribing these Billies and other 
Federal Gas Equipment. 


FEDERAL LABORATORIES, Inc. 
1631 Liberty Ave., Pittsburgh, Pa. 
Branches in Principal Cities 


Why We Advertise 
to BANKERS 


Because we want all of them 
to know the real sport they 
can have with the most talked 
of gun that has appeared in 
years. 


The 
CROSMAN .22 
RIFLE 


When your friends come over 
show them some real sport 
with a Crosman. The gun that 
makes absolutely no _ noise, 
never needs cleaning, has an 
ammunition cost 1/3 that of 
powder rifles, accuracy unsur- 
passed by any other rifle. The 
power is adjustable for indoor 
shooting with same amazing 
accuracy as in the field. 


POWER 
Without Powder 


Ask your dealer to demon- 
strate this rifle to you or 
write for our Free illustrated 
booklet “Target and Game 
Shooting.” 


Crosman Arms Co., 
409 St. Paul Street, 
Rochester, N. Y. 


=e. Bureau of Canadian 


CANADIAN 


Information 


HE Canadian Pacific Railway, 


through its 


Bureau of Canadian Information, will furnish 
you with the latest reliable information on every 
phase of industrial and agricultural development in Canada. In our Ref- 
erence Library at Montreal is complete data on natural resources, climate, 


labor, transportation, business openings, etc. 


stantly being added. 


Additional data is con- 


DEVELOPMENT BRANCH 


If you are interested in the mining wealth and industry of Canada or in 
the development or supply of industrial raw materials available from re- 
sources along the Canadian Pacific Railway, you are invited to consult this 
Branch. An expert staff is maintained to investigate information relative 
to these resources and examine deposits in the field. Practical information 
is available as to special opportunities for development, use of by-products 


and markets, industrial crops, prospecting and mining. 
“Ask the Canadian Pacific about Canada” is not a mere adver- 


tising slogan. 


It is an intimation of service—without charge dr 


obligation—that the information is available and will be prompt- 
ly forthcoming to those who desire it 


Canadian Pacific Railway Company 
Department Colonization and Development 


J. S. DENNIS, Chief Commissioner. 


wants of mankind in the markets of the 
world. And those for whom we have toiled, 
for whom we have pierced the mountains, 
spanned the valleys and laid low the hills; 
for whom we deepened the channel, widened 


Windsor Station, Montreal, Can. 


the roadway, and brought the prairies’ golden 
harvest to the silver shores of the sea—will 
thank God for their heritage as they lead the 
world in the bannered march of crowned 
humanity. 
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Report of General Counsel 
(Continued from page 352 


aside from this the practice of taxing in- 
tangibles in a foreign jurisdiction adds very 
much to the delay and expense of handling 
estates. Such reciprocity legislation already 
exists in a number of states, but a cloud 
has been thrown upon the campaign for the 
promotion of such legislation by a recent 
decision of the New York Court of Appeals 
in the case of Smith v. Loughman (July 20, 
1927), which held that the New York stat- 
ute (known as the Matthews Flat Rate 
Plan), under which taxation at a flat rate 
was imposed upon the estate of a decedent 
resident of Connecticut, created a discrim- 
ination against the estates of resident de- 
cedents of New York in violation of Sec- 
tion 2 of Art. IV of the United States Con- 
stitution, whereby “the citizens of each 
state” are declared to be “entitled to the 
provileges and immunities of citizens in the 
several states.” In the opinion of the 
Attorney General of New York, this deci- 
sion of the Court of Appeals not only makes 
unconstitutional the tax on estates of non- 
resident decedents under the Flat Rate Plan, 
but, under the principle of the decision, the 
exemption from taxation of the estates of 
non-resident decedents in states which have 
like reciprocal exemption provisions is also 
unconstitutional as a discrimination against 
resident decedents. A question is, there- 
fore, raised as to the constitutionality of 
reciprocal exemption statutes in a number 
of states which will remain in doubt until 
the Supreme Court of the United States, 
to which tribunal the case has been ap- 
pealed, makes a final decision. Twenty-two 
states have already adopted the reciprocity 
plan, and it is unfortunate that for a time 
at least there is danger of these states go- 
ing back to the old system of taxation with 
all its evils of multiple taxation. 


Revision of Credit Form 


URING the year the General Counsel 

has been associated with a committee 
of the Clearing House Section in the revi- 
sion of the credit forms recommended by 
the American Bankers Association. After 
careful study and an extensive correspond- 
ence, new revised forms have been com- 
pleted for (1) corporations, (2) partner- 
ships, and (3) individuals, manufacturing or 
mercantile. No revision has been made of 
the farmer form. These forms will be pre- 
sented for approval at the forthcoming meet- 
ing of the Clearing House Section. 


Insurance Work 


§ ew General Counsel during the year has 
cooperated with the Insurance Committee 
in the framing of a revised form of Bank- 
ers’ Blanket Bond. A number of conferences 
have been held with the secretary and mem- 
bers of the committee, and many technical 
problems discussed. His office has been 
called upon in a number of instances where 
banks have sustained losses, to interpret 
provisions as to coverage afforded by the 
Standard Form of Bank Burglary and Rob- 
bery Policy, the different forms of Bankers’ 
Blanket Bond, and the Forgery and Altera- 
tion Policy. 
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The facilities of the office of the Gen- 
eral Counsel have been extended to the 
individual membership in the solving of some 
772 legal problems submitted for opinions 
during the year. The published Digest of 
Legal Opinions has been of great aid in 
facilitating this work. 

Many members of the Association are 
probably not aware of the vast amount of 
legal annotation work carried on during the 
year in the General Counsel’s office in order 
to supply promptly up-to-date information 
and advice upon any question which is pre- 
sented by any member in any state. It is 
part of the routine of the office to read over 
every decided case in the higher courts of 
all the states and also all the new session 
laws in every state, and new acts of Con- 
gress, and to annotate the office copies of 
the Digest with the points of such decisions 
and with reference to the statutory legisla- 
tion. It is also part of the work to anno- 
tate the volumes of Compiled Statutes or 
Public Statutes of all the states with the 
amendments, repeals and new enactments 
made each year by the legislatures. As a 
result, the office has at ready command all 
the law down to date bearing upon the thou- 
sands of legal problems contained in the 
Digest as well’ as all the statutory law of 
the nation, both state and Federal. 


Change in Form of Trade 
Acceptance 


HE value of this service of prompt 

scrutiny of all newly decided cases of 
the higher courts of the different states is 
exemplified in the notation of a decision, 
this year, by the Supreme Court of Texas, 
following a like decision of the Supreme 
Court of Florida, holding that the Standard 
Form of Trade Acceptance was now non- 
negotiable by reason of the clause: 


“The obligation of the acceptor hereof arises out 
of the purchase of goods from the drawer.” 


This decision was immediately brought to 
the attention of the General Counsel of the 
Federal Reserve Board with the suggestion 
that the clause be changed to conform more 
exactly to the provision of the Negotiable 
Instruments Law that an instrument is nego- 
tiable though coupled with “a statement of 
the transaction which gives rise to the in- 
strument,” and that the clause in the ac- 
ceptance be made to read: 

“The transaction which gives rise to this instru- 


ment is the purchase of goods by the acceptor from 
the drawer.” 


As a result, the Federal Reserve Board 
has approved and recommended a new stand- 
ard form containing the suggested clause, 
and such new form has been adopted and 
recommended by the American Acceptance 
Council. 

The General Counsel has prepared, for 
preliminary discussion at. the meeting of 
the Committee on State Legislation and 
State Legislative Council, a first tentative 
draft of proposed code to make uniform 
the conflicting and uncertain rules of law 
now prevailing in the various states, cover- 
ing the subject of bank collections. There 
has long been a need for a uniform law 
on this subject, and the necessity therefor 
has been recently emphasized by recent de- 
cisions of the Federal Supreme Court and 


of the higher courts of some of the states, 
which undermine the validity of established 
and necessary banking customs. Bank check 
currency, as compared with money currency, 
performs 95 per cent of the work of mak- 
ing payment and effecting settlement of com- 
mercial and business transactions, and while 
the rules regulating actual currency are 
simple and definite, the rules governing the 
collection and redemption of the bank check 
have their sources in forty-eight states, with 
uncertain and conflicting application. The 
burden and risk of converting the bank check 
currency into cash is, in a large measure, 
borne by the banks of the country. If it is 
possible to formulate a uniform code of 
rules, based on sound and equitable princi- 
ples, by which the function of check collec- 
tion can be carried on smoothly and with- 
out undue risk, and to have this code uni- 
formly enacted in all the states, it will be 
a great boon to the banking and commer- 
cial world. Owing to the many phases of 
the subject and the complicated situations 
which arise growing out of the failure of 
collecting and payor banks, the technical 
frame-work of such a code provides a 
problem of some difficulty. A beginning 
has now been attempted and the first ten- 
tative draft will contain provisions (1) 
making the initial bank of deposit agent 
instead of owner of a collection item, (2) 
not responsible for correspondents’ defaults, 
(3) regulating checks deposited on the 
same bank, (4) the legal effect of indorse- 
ments, (5) permitting the forwarding di- 
rect to drawee, (6) allowing the taking of 
bank drafts instead of cash in payment, (7) 
defining due diligence in forwarding and 
in cases of dishonor, items lost in the mails 
and the collection of paper taken in -pay- 
ment, (8) continuing the liability of the 
drawer of checks remitted for by an in- 
solvent drawee, (9) regulating preferences 
of claims on failed banks, (10) defining 
certain duties of receivers of failed collect- 
ing banks, (11) regulating liens as between 
collecting banks, (12) providing general 
definitions. 

Presumably most of the rules tentatively 
provided in the proposed code will be gen- 
erally favored by bankers. Some of these 
rules, however —those covering the con- 
tinued liability of the drawer and regulating 
the matter of preferences—present mooted 
questions and will probably result in dif- 
ferences of opinion. 

The procedure contemplated is, first, to 
reach a preliminary agreement upon pro- 
posed provisions in the Code by members 
of the State Legislative Committee and 
Council, then to submit the Code to the 
General membership with annotations and 
explanatory notes for comment and criticism 
and finally present the proposed Code for 
approval of the Administrative Committee 
and Executive Council; and when approved, 
the Code to be urged by the State Legisla- 
tive Committee and Council, through state 
organizations for passage by the respective 
state legislatures, according to the usual 
procedure. 

This report will not be extended by any 
further enumeration of detail. There has 
been full cooperation by the office of the 
General Counsel with all the Divisions, Sec- 
tions, Commissions, Committees and officers 
of the Association and harmonious relations 
throughout. 


